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FAIR TRADE: ORIGINS, PURPOSES, AND 
COMPETITIVE EFFECTS 


Edward S. Herman* 
I. INTRODUCTION 


A notable exemption from the state and federal antitrust laws of 
the United States passes under the euphemistic name of “fair trade” 
legislation. These laws legalize contracts for the maintenance of 
resale prices and bind notified distributors, who are not parties to 
specific contracts, to adherence to the terms of contracts entered 
into by others, where the commodities concerned are identified by 
brand names or trademarks and are sold under conditions of “free 
[or “fair”] and open competition.” Fair trade laws have been 
enacted by 45 states in the United States,’ and fair trade contracts 
(and the implementing requirement that “non-signers” adhere to 
their terms) have been granted immunity from the operation of 
the federal antitrust laws when they extend between states sanction- 
ing resale price maintenance contracts.” 

Since 1948, the workability of existing resale price maintenance 
legislation has steadily diminished, partly as a consequence of the 
emergence of excess capacity in many consumer goods industries, but, 
most significantly, by a series of adverse court decisions that has 
reduced the number of jurisdictions with effective fair trade from 
45 to 29,° and has permitted mail order houses operating from the 


* Lecturer in Finance, Wharton School of Finance and Commerce, University of 
Pennsylvania. B.A. 1945, M.A. 1948, University of Pennsylvania; Ph.D. 1953, 
University of California, Berkeley. 

1 Missouri, Texas, Vermont and the District of Columbia have thus far remained 
outside of the fair trade fold. 

2 By the terms of the Miller-Tydings amendment to the Sherman Act, 50 Stat. 693 
(1937), as amended, 15 U.S.C. § 1 (Supp. IV 1957), and the McGuire amendment to 
the Federal Trade Commission Act, 66 Stat. 632 (1952), 15.U.S.C. § 45 (1952). 

3 Of the 16 state laws that have thus far been invalidated, two have been held to 
be unconstitutional in their entirety and 14 have been set aside because of the un- 
constitutionality of the nonsigners’ clause. 1 Trape Rec. Rep. 4 3003 (1959). 


[ 621] 
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shelter of non-fair trade areas to disrupt the price structures of fair 
trade states by advertising and selling goods in those states at below 
fair trade prices.* It has become increasingly apparent to proponents 
of fair trade that federal legislation plugging up some of the gaps 
created by these court decisions is essential to its preservation as an 
effective instrument for the maintenance of resale prices. For this 
reason, several fair trade bills were introduced in the House and 
Senate during 1958,° and a number of fair trade bills were introduced 
early, and with promise of considerable support, in the 86th Congress. 

The most important of the fair trade bills now before Congress 
is H. R. 1253, a bill sponsored by the National Association of Retail 
Druggists (NARD) and introduced on January 9, 1959, by Repre- 
sentative Oren Harris, Chairman of the House Committee on Inter- 
state and Foreign Commerce. In essence, the Harris bill would 
permit manufacturers of identified merchandise to establish and 
control resale prices of goods in interstate commerce by mcrely 
notifying distributors of manufacturer price schedules. The sale of 
goods at prices below those stipulated in the notice is made unlawful, 
and price cutters may be sued for damages and costs, and injunctive 
relief may be sought, in federal as well as in state courts of competent 
jurisdiction. All states, territories and the District of Columbia are 
covered by this bill, thus extending the geographic scope of fair 
trade coverage, and eliminating the possibility of discount mail order 
competition on fair-traded goods in interstate commerce. If enacted 
and sustained as constitutional, the proposed bill would put into 
effect more comprehensive and effectual fair trade legislation than 
has ever before been in force in the United States. 

Although the likelihood of enactment of such legislation during 
the 86th Congress is difficult to assess with any assurance, its chances 
of success appear to be good. Consumer and business opposition to 
new fair trade legislation during the past two years has been scanty 

4 Bissell Carpet Sweeper Co. v. Masters Mail Order Co., 240 F.2d 684 (1957), cert. 
denied, 355 U.S. 824 (1957). For a more -extended discussion of the post-1948 
erosion of fair trade see Alexander & Hill, What to Do About the Discount House, 
Harv. Bus. Rev., Jan.-Feb. 1955, p. 53; Herman, Fair Trade and McKesson & 


i" 44 Cauir, L. Rev. 853 (1956); S. Rep. No. 1282, 85th Cong., 2d Sess. 64 
958) 

5 Public hearings on fair trade were held during the 85th Congress by Subcom- 
mittees of both the House and Senate Committees on Interstate and Foreign Com- 
merce, and by a Subcommittee of the Senate Select Committee on Small Business. 
The House Subcommittee reported favorably on H. R. 10527 to the full House Com- 
mittee on Interstate and Foreign Commerce, but this was as far as its supporters were 
able to carry fair trade during the last Congress. Fair Trade Newsletter, Aug. 1958, 
p. 1. (Bureau of Education on Fair Trade). 
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and unorganized. The determination and lobbying know-how demon- 
strated by the organized druggists and their allies during the 85th 
Congress were impressive, and 1959-1960 is their target date for a 
mobilization of effort adequate to produce legislative results. The 
Democratic victory of November 1958 has improved the position 
of the fair trade lobby, since many liberal Democrats find it difficult 
to treat proposed legislation allegedly favorable to the interests of 
“small business” on its merits; and many of them have persuaded them- 
selves that fair trade is not unduly burdensome to consumers (who 
are, in any case, much less vocal and threatening on this issue than 
the small businessmen seeking protection from price competition). 
On the other hand, the present administration appears to be strong- 
ly committed in opposition to fair trade legislation,® so that success- 
ful passage of a fair trade bill in Congress would quite possibly re- 
sult in a presidential veto. Furthermore, the newly proposed fair 
trade bills call for substantive federal legislation in an area formerly 
controlled by state law. In the context of the recent sharpening 
of the conflict over the spheres of authority of state and federal 
governments, this threatened encroachment on “states rights” has 
generated a new and important source of opposition to fair trade. 
The success of fair trade in the 86th Congress has also been en- 
dangered by a serious split between the two leading organizations 
supporting fair trade, the manufacturer-oriented American Fair Trade 
Council and the NARD. Following a year of relative inactivity on 
the legislative front, the Council and a closely related manufacturer 
group, Quality Brands Associates of America, have entered the fray 
during the 86th Congress with H. R. 2463 (the “Boykin bill”), 
which would permit manufacturers to revoke the right of a price 
cutter to sell their brand, on the ground that brand owners retain 
property rights in the determination of the terms and conditions of 
resale of their products. In urging the superiority of the Boykin 
bill, its manufacturer sponsors have naturally been obliged to 
point out the serious inadequacies and probable unconstitutionality 
of the NARD bill.” Similarly, the NARD has felt compelled to call 
attention to the fact that the Boykin bill “introduces new, unad- 
judicated and undefined concepts which provoke confusion and mis- 


61955 Atr’y Gen. Nat’L Comm. Antitrust Rep. 149-55 (1955); Hearings on 
H. R. 10527 Before a Subcommittee of the House Committee on Interstate and Foreign 
Commerce, 85th Cong., 2d Sess. 7-9, 57-69 (1958). 


7 Drug Topics, March 30, 1959, p. 2, col. 5. 








624 THE GEORGE WASHINGTON LAW REVIEW 


understanding as far as enforcement is concerned.” * This indictment 
of each of the major fair trade bills by important spokesmen for fair 
trade, has tended to weaken the position of both bills. 

The prospects of fair trade have also been slightly dimmed by 
recent economic and antitrust developments in the drug industry, 
the most important area of fair trade activity and support. Thus, 
although its spokesmen have long claimed that fair trade is a restrain- 
ing force in times of inflation, the average price per drug prescription 
increased by 73 percent between 1947-1949 and 1956, as compared 
with an 18 percent rise in the overall cost of living.? Also awkward 
has been the remarkable profit performance of firms in an industry 
supposedly characterized by “free and open competition.” In the 
heavily fair-traded proprietary drugs sector of the industry, the 10 
leading firms had average pre-tax returns on prior year invested 
capital of 36.9 percent in 1956 and 50.5 percent in 1957. By com- 
parison, General Motors Corporation had returns of 36.4 and 32.4 
percent in 1956 and 1957, respectively. The firms in the drug in- 
dustry specializing in ethical drugs have shown even higher profit 
rates than those in the proprietary sector.’ 

The recent Federal Trade Commission investigation of the anti- 
biotics industry” and the resultant proceeding against the six leading 
firms in this important sector of the drug industry,” have widely 
publicized information on concentration, pricing and marketing 
policies, and patent practices, that is not likely to facilitate the pas- 
sage of legislation which exempts resale price-making from the anti- 
trust laws on the grounds of the adequacy of manufacturer com- 
petition. The proposed inquiry into drug prices to be held during 
the 86th Congress by the Senate Antitrust Subcommittee, which has 
called forth widespread cries of anguish from supporters of fair 
trade,"* also promises publicity of a character and timing ill-conceived 
from the standpoint of fair trade interests. 


8 Herman S. Waller, NARD General Counsel, A Comparative Analysis of H. R. 
1253, More Commonly Known As The Harris Bill, and H. R. 2463, Sometimes Called 
The Boykin Bill, pp. 1-4 (1959) (unpublished mimeographed article on file in 
Washington D.C. office of the National Association of Retail Druggists). 

923 ConsuMER Reports 597 (1958). 

19 Data obtained from J. J. Hughes, Jr., The Pharmaceutical Industry, 1953-1957 
(unpublished M.B.A. thesis in University of Pa. Library, 1959). 

11 FTC, Economic Report on ANTIBIOTICS MANUFACTURE (1958). 

erates Cyanamid Co., Docket 7211, 3 Trape Rec. Rep. (Trade Cas.) 4 27,342 
(1958). 

13 F-D-C Reports, April 6, 1959, p. 9. 
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In view of the scope of the proposed new fair trade legislation, 
and the renewed relevance of this issue, it may be useful at this time 
to review and reassess some of the basic facts and arguments adduced 
during the 1958 hearings and in earlier years, concerning the origins, 
purposes and competitive effects of fair trade legislation. 


II. Onricins oF Fair TRADE 


The modern fair trade movement began shortly after the 1911 
decision in Dr. Miles Medical Co. v. Park & Sons Co.,* in which 
the Supreme Court found contracts for the maintenance of resale 
prices to be invalid under the common law and the Sherman Act. 
The growth in the importance of branded goods and advertising had 
significantly increased manufacturer incentives to maintain resale 
prices, partly because of the view that advertising could only ef- 
fectively pre-sell goods if the price was standardized, and, more im- 
portantly, because national advertisers were fearful of losing dealer 
goodwill as a result of the use of their products as “leaders” by 
aggressive merchants desirous of expanding sales volume. The early 
drive for the legalization of resale price maintenance contracts was 
spearheaded by the American Fair Trade League, an association of 
manufacturers of branded goods, organized in 1913. Throughout the 
20 odd years of its leadership of the fair trade movement the League, 
with the more or less active cooperation of numerous distributor 
associations, concentrated its efforts on securing federal legislation 
sanctioning resale price maintenance contracts. However, although 
the movement was sufficiently influential during this period to secure 
the introduction of a fair trade bill in each session of Congress, from 
1914 onward, the desired legislation was not yet forthcoming. 

In the early 1930’s active leadership of the fair trade movement 
shifted from the manufacturer-led League to various associations of 
wholesale and retail merchants, of which the National Association 
of Retail Druggists was by far the most important. The great in- 
crease in dealer interest and activity in the fair trade movement re- 
sulted from the sharpening of competitive pressures besetting the 
distributive trades. Broadly speaking, these competitive pressures 
were due to improvements in methods of transportation which in- 
creased the scope of retail and wholesale markets, further encroach- 
ments by mass distributors, now assuming the form of chain stores, 


14 220 U.S. 373 (1911). 
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supermarkets, and local cut-rate stores, and finally, the Great De- 
pression. The new leadership of the fair trade movement temporarily 
abandoned the attempt to secure favorable federal action on resale 
price maintenance and sought the passage of state laws to the same 
end. With the aid of depression conditions, large-scale organization, 
and modernized tactics, the new strategy met with resounding suc- 
cess. Commencing with the passage of the California Fair Trade Act 
of 1931, within 10 years legislative action permitting resale price 
maintenance contracts and sanctioning the non-signers’ clause had 
been obtained in 45 states. 


The modernized tactics used by the NARD and its allies to obtain 
passage of state resale price maintenance legislation has been de- 
scribed in a notable Department of Justice memorandum, written by 
Corwin Edwards, as a “classic example of the use of misrepresenta- 
tion by a pressure group.” ** This document also provides the follow- 
ing succinct summary of the means by which the passage of the state 
resale price maintenance laws was obtained: 


Since this group has boasted of its achievements, there is no longer 
any doubt about what happened. The so-called fair-trade laws. . . 
were drafted and urged by lobbyists for organized retail druggists, 
and were enacted with practically no support from any other 
source. Druggists were organized under captains, district by district, 
to bring pressure to bear upon legislators. Care was taken, however, 
to describe their bill as one generally supported by [the] entire 
retail trade of the State. The bill was given the ambiguous and 
appealing name of fair-trade law. A systematic effort was made 
to prevent public hearings and to secure enactment of the bill 
without public debate. This effort was successful. There was a 
public hearing on the bill in only 3 States out of the first 32 in 
which it was passed, and in one of these the hearing followed the 
passage. Indeed, there was so little consideration of any kind that, 
although the original draft of the bill contained a stenographic error 
which made utter nonsense out of one of the most important pro- 
visions, this error appeared without a a in the statutes of 11 
States before it was caught and corrected. Another stenographic 
error, not quite so serious, was included in the laws of 17 States.1¢ 





15 Edwards, Memorandum for Assistant Attorney General, Re Grounds for the 
Repeal of the Miller-Tydings Amendment which Authorizes Resale Contracts, 1941, 
reprinted in Hearings on H. R. 4365 Before the Antitrust Subcommittee of the House 
Committee on the Judiciary, 82d Cong., 2d Sess. 436 (1952). 

16 In his book, THE GovERNMENTAL Process, Truman cites the NARD campaign 
of the 1930’s as a notable instance of the use of the technique of restricting the 
size of the interested public by means of “avoidance of publicity and efforts at 
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Following impressive successes with the state legislatures, the fair 
trade lobby turned its attention to the amending of the Sherman Act. 
Although unable to obtain passage of the Miller-Tydings amendment 
to the Sherman Act as a separate bill, its advocates secured its enact- 
ment by attaching it as a rider to an appropriations bill for the Dis- 
trict of Columbia. The techniques used to obtain passage of the 
Miller-Tydings amendment were similar to those used with the state 
legislatures, with one major exception: having secured passage of 
resale price maintenance laws in many states, spokesmen for fair 
trade now urged that the states and the “people” had carefully con- 
sidered the issues and decided that fair trade was essential to the 
public welfare; the Miller-Tydings amendment was therefore merely 
an “enabling act . . . to remove a possible obstruction to the free 
operations of the economic policy of each state for itself... .” ** With 
an almost studious disregard of the coercive implications of the non- 
signers’ clause, spokesmen for the Miller-Tydings bill regularly 
described the state laws as . . . “merely permissive. They allow a single 
producer, if he chooses to do so, to make contracts with the distribu- 
tors of his goods, if they wish to enter into them with him. . . .”* 
This tactic had its amusing sequel when the Supreme Court, unable 
to discover that the sponsors of the Miller-Tydings amendment in- 
tended “that coercive as well as voluntary schemes or arrangements 
are permissible,” refused to read a sanction of the binding of non- 
signers into the Miller-Tydings Act.” 

The McGuire amendment of 1952, which successfully reestab- 
lished the position of the non-signers’ clause, was also urged and 
passed as “enabling legislation,” that was to render effectual the 
considered actions of the sovereign states.” Now that the courts of 
16 states have declared their fair trade acts unconstitutional, in 
whole or in part, spokesmen for fair trade have been compelled to 
make a complete about face and seek federal legislation that would 
censorship of the communications media ....,” TRUMAN, THE GOVERNMENTAL Process 
360 (1951). ' 

17 Edward S. Rogers, speaking on behalf of the NARD, Hearings on S. 3822 
byt : Subcommittee of the Senate Committee on the Judiciary, 74th Cong., 2d Sess. 

18 Id. at 7. (Statement of Senator Millard Tydings). 

19 Schwegmann Bros. v. Calvert Distillers Corp., 341 U.S. 384, 394 (1951). 

20 Hearings on H. R. 4365 Before a Subcommittee of the House Committee on the 
Judiciary, 82d Cong., 2d Sess. 4-5 (1952); Hearings on H. R. 5167 Before a Sub- 


committee of the House Committee on Interstate and Foreign Commerce, 82d Cong., 
2d Sess. 7, 15 (1952). 
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largely nullify the policy of the states, to whose sovereignty Con- 
gressional deference was so vigorously urged in 1937 and 1952. How- 
ever, what is injurious to the fair trade cause is not this revelation of 
opportunism, but the fact that it is now the opponents of fair trade 
who can urge Congress not “to force upon these 13 or more States 
a price-fixing arrangement that has been held by their highest court 
to be violative of their fundamental law.” ”* 


III. Purposes or Farr TRADE 
A. Fair Trade and the Loss Leader 


Spokesmen for fair trade generally claim that its fundamental ob- 
jective is the elimination of “unfair competition” and “predatory 
commercial behavior,” particularly as these assume the form of the 
“Joss leader.” However, the evidence suggests that the emphasis on 
the loss leader has been primarily tactical, and that the true objective 
of the principal advocates of fair trade is the elimination of all price 
competition on a significant range of goods. 

If the aim of leading spokesmen for fair trade is the elimination of 
any sort of price competition on readily salable items in heavy de- 
mand, from the standpoint of rational tactics it would still be im- 
perative to stress those cases of price-cutting which might meet with 
public disapproval, such as selling at prices below net purchase cost, 
and to disregard those instances of price cutting which reflect legiti- 
mate differences in costs and merchandising policy. Consider the 
case of Mr. John Schwegmann. According to a District Court judge 
in Louisiana, “The evidence is uncontradicted that the defendants 
[Schwegmann Bros.] made a fair profit in all sales of plaintiff's 
products below the fair trade price. The evidence is also uncon- 
tradicted that the defendants sell the products of most, if not all, 
of plaintiff's competitors below the fair trade price. The defendants 
are simply efficient retailers who pass on the fruits of that efficiency 
to the buying public in the form of lower prices. Enforcement of the 
fair trade act would protect other retailers from this type of com- 
petition.” ** It is perfectly understandable why spokesmen for fair 


21 Statement of Alex Akerman representing Eckard’s and Webb’s, two Florida 
cut-rate drug companies, in Hearings on H. R. 10527 Before a Subcommittee of the 
House Committee on Interstate and Foreign Commerce, 85th Cong., 2d Sess. 594 
(1958). 

22 Eli Lilly & Co. v. Schwegmann Bros. Giant Super Markets, 109 F. Supp. 269, 
270. (E.D.La.), aff'd, 208 F.2d 788, cert. denied, 346 U.S. 856 (1953). 
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trade do not point to the elimination of this sort of competition as 
creditable, but fair trade does destroy it, and the elimination of this 
kind of competition is not a mere incident in an attack on the loss 
leader. 


One reason for believing that the emphasis on the loss leader is 
disingenuous, is the fact that in the trade journals where dealers 
speak to one another and not for public consumption, the loss leader 
recedes into the background in favor of complaints against “dealer 
price cutting,” “the emphasis on price rather than service,” and “foot- 
balling.” From time immemorial dealer trade journals have protested 
against the underseller, the cutter, and the “aggressive” merchant who 
refuses to live-and-let-live, who insists on advertising and selling goods 
at below list prices. These cutters are sometimes accused of using 
loss leaders, but these journals convey the strong and consistent im- 
pression that loss leader selling is a special case of a general phenome- 
non that is objectionable, namely, competing in price. 


In the most commonly accepted use of the term, the loss leader 
refers to an item priced below net purchase cost for the purpose of 
attracting traffic into a store. So defined, the loss leader has never 
been a problem of major proportions, with the possible exception 
of the 1930’s, when a virtual economic collapse caused widespread 
desperation selling. Even then the severe competitive pressures which 
beset the small dealer were due more, in the words of Corwin Ed- 
wards, to “broad chain-store policies of distributing merchandise at 


low margins of profit and . . . special buying advantages enjoyed by 
the chain stores, which made low resale prices profitable,” than to the 


23 A typical trade paper perspective is givenj in the following report from mage 
“Price competition—the bugaboo of the appliance industry—is now invading th 
kitchen field, the trade reported here. 

More and more kitchen dealers said that prospects are beginning to shop for price 
more than ever. 

‘T’ve been getting as many inquiries as ever, but I’ve been losing more sales because 
someone undercut my bid,’ was the rejoinder of more than one specialist. 

Price cutting is a dire threat to the kitchen industry. Because of the high margin 
he works on, most kitchen dealers can make a comfortable living on a yearly volume 
that would hardly pay a regular appliance dealer’s overhead.” Jack Robertson, Price 
Competition Threat Posed for Kitchen Field, Home Furnishings Daily, May 26, 1958, 
p. 36. 

In a recent issue of a hardware trade journal, it was reported that: “Some time ago, 
in a survey, hundreds of hardware retailers indicated their preference for fair-traded 
items. Some wished every item in their stores fair-traded, and also wanted the 
manufacturer to refuse to sell any outlet that cut the price. This would mean 
substantially that the retailer hoped to eliminate his competition as far as the price 
factor is concerned. . . . He could then sit back and let the world go by. This 
procedure never has and never will work.” Howard C. Wilson, The Dealer's Pulse, 
Hardware Retailer, February, 1957, p. 132. 
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use of the loss leader.** There have been no extensive studies of the 
extent of loss leader selling in the United States in recent years, 
but the broad inquiry into the loss leader problem in Canada carried 
out by the Restrictive Trade Practices Commission is suggestive 
in view of the many similarities in organization and degree of market 
development between the two countries. The Commission concluded 
that the practice of selling articles at prices below net purchase cost 
is not prevalent in any of the lines of trade for which information 
was obtained in the inquiry. In fact, it appears that sales on such a 
basis are made infrequently and the evidence does not suggest in 
any way that selling of this sort is a practice in any line of trade, 
even among a minority of the dealers.” 

The control of the loss leader is a problem of limiting selective 
price cuts of a drastic character. From a commonsense standpoint, 
fair trade would appear to be a remarkably clumsy and inappropriate 
means of controlling such price cuts. For one thing, since it only 
restricts price cutting on goods subject to fair trade contracts it al- 
ways leaves considerable leeway for loss leader selling on the numer- 
ous items not subject to price maintenance. Secondly, it not only 
prevents deep cuts on the items it does cover, it precludes any 
competition whatsoever in the sale of these goods. Finally, there is 
no assurance that the goods placed under resale price contracts will 
be confined to those that would have been subjected to loss leader 
sales. It would appear fairly obvious that a law restricting price cuts 
on all goods to some small minimum markup over invoice cost, would 
be the logical objective of those interested primarily in controlling 
the loss leader. This has been the aim in past years of important 
elements in the food and grocery trades, but in the drug trade, which 
has spearheaded the drive for resale price maintenance legislation, 
the primary policy end has not been to abolish the loss leader, but 
to achieve a 50 percent markup over cost on all items regularly sold 
in the drug store. Thus, at a meeting of the executive committee of 
the NARD in May 1935 the president of that organization stated 
that “the first point of our 20-point program is 33 1/3 [on the sale 
price] on every item... . The man who gives the greatest advantage 
is going to get the cooperation of the retailer.” ** It goes without say- 


24 Epwarps, MAINTAINING CoMPETITION 68 (1949) ; S. Doc. No. 4, 74th Cong., Ist 
Sess., 28-32, 40, 53-63 (1935). 

25 RESTRICTIVE TRADE PRACTICES COMMISSION, REPORT ON AN INQUIRY INTO Loss- 
LEADER SELLING 244 (1955). 

26 FTC, Report on RESALE Prick MAINTENANCE 131 (1945). 


ay 


wi 


TEE 


FAIR TRADE: ORIGINS, PURPOSES, AND COMPETITIVE EFFECTS 631 


ing that a 50 percent markup objective implies a purpose far beyond 
simple protection against the loss leader. 

Where well organized dealer groups have specific markup objec- 
tives that they wish to realize, the fair trade laws provide them with 
machinery that may approximate a cartel in efficiency. Since the 
manufacturer can fix resale prices and margins, he is often under im- 
mediate direct or indirect pressures to do so, and at the level desired 
by the disciplined dealer group. Thus, Mr. John Dargavel, executive 
secretary of the NARD, reported in 1951 that “On numerous oc- 
casions in the past five years I called on manufacturers to increase 
mark-ups to enable the druggists to cope with the spiral of overhead 
costs. . .. Quite a number of companies responded with revised gross 
margins. Many more replied with arrogant silence, or they insisted 
it was unwise to increase prices for the reason that it would antagon- 
ize the consumers.” ** Uncooperative responses to such demands may 
be dangerously inconsistent with the manufacturer’s interests. As 
Mr. Dargavel pointed out in a letter to a toiletries manufacturer, dated 
February 10, 1936: “I am sure that if we start a campaign through 
our journal, carrying it through the officers of each state and local 
association in this country, you are going to find that it will cause 
you more trouble and take away more business from you than you 
had ever realized. I can refer you to the Pepsodent Co. and some 
others in regard to what concerted action by the druggists of this 
country did to their volume.” * On the other hand, as Mr. Dargavel 
observed in a speech on February 11, 1936, those manufacturers who 
“cooperate” by maintaining prices with “a fair margin of profit,” 
like the Dr. Miles Company, will find that such strategy pays off 
handsomely. “Did the druggists out there [California] appreciate 
what they [the Dr. Miles Company] had done? They certainly did! 
They got behind the products of this manufacturer and the sale of the 
products of this company has increased 200 or 300 percent in one 
year’s time.” ° Under these circumstances fair trade is neither per- 
missive, nor voluntary, nor connected in any meaningful way with 
the loss leader problem—it is an essential part of the machinery by 
which dealers eliminate competition and assure the establishment of 
generous distributive margins.*° 


2773 NATIONAL A. or Retait Druceists J. 292 (1951). 

28 FTC, Report ON RESALE Pric— MAINTENANCE 166 (1945). 

29 Id. at 172. 

30 There have been numerous antitrust actions brought against wholesaler and 
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B. Fair Trade and the Protection of the Small Manufacturer 


It is frequently urged in support of resale price maintenance legis- 
lation that it is essential to the welfare of the small manufacturer, who 
cannot afford the more expensive forms of price maintenance, and 
whose prosperity may be seriously threatened by price cutting in the 
channels of distribution. It is argued that such price cutting reduces 
the incentives of the ordinary dealer to carry and push this manu- 
facturer’s goods, and that he may in consequence suffer serious losses 
due to a shrinkage of his distribution base.** This is a strong argu- 
ment, and the effort made below to place it in its proper perspective, 
is not meant to deny its core of validity. There are a substantial 
number of small manufacturers who feel that resale price maintenance 
is important to their welfare. Moreover, there are numerous extant 
examples of minor disasters to manufacturers, resulting from retail 
and wholesale price cutting. 

However, there are several considerations which greatly diminish 
the practical significance of this argument. Thus, although there are 
many instances of temporary losses and serious inconveniences to 
manufacturers as a result of price cutting in distribution channels, 
there are, to my knowledge, no authenticated cases of manufacturer 
failure due to this cause.* 


dealer organizations attempting to coerce manufacturers to enter fair trade agreements 
or raise markups. See e.g., United States v. Frankfort Distillers, 324 U.S. 293 (1945) ; 
United States v. Nat'l Wholesale Druggists’ Assn, 61 F. Supp. 590 (D.N.J. 1945) : 
United States v. Nat'l Ass’n of Retail Druggists, 1947 Trade Cas. 4 61,026 (D.N.J. 
1947) ; United States v. New York State Pharmaceutical Ass'n, 1947 Trade Cas. 
4 61,031 (S.D.N.Y. 1947); United States v. Memphis Retail Appliance Dealers’ 
Ass'n, 1957 Trade Cas. 4 68,704 (W.D. Tenn. 1957) ; United States v. Retail Liquor 
Dealers Ass'n of Chattanooga, 1957 Trade Cas. 4 68,751 (E.D. Tenn, 1957). For 
further discussion of these and other cases see testimony of Assistant Attorney- 
General Morison, Hearings on H.R. 4365 Before a Subcommittee of the House Com- 
mittee on the Judiciary, 82d Cong., 2d Sess., 28-42 (1952). 

31 Hearings on H.R. 10527 Before a Subcommittee of the House Committee on 
Interstate and Foreign Commerce, 85th Cong., 2d Sess., 123, 194, 287, 497 (1958). 

82 These last two statements, and much of what follows in this section, are based 
on evidence obtained by means of personal interviews, from a study of the hundreds 
of returns to the manufacturer questionnaire sent out by the Select Committee on 
Small Business of the United States Senate during 1956, and from a survey of 
Congressional hearings on fair trade between 1914 and 1958. For some instances of 
minor disasters to manufacturers, see Hearings on H.R. 13305 Before the House 
Committee on Interstate and Foreign Commerce, 63d Cong., 2d & 3d Sess., 115-6 
(1915); Hearings on H.R. 11 Before House Committee on Interstate and Foreign 
Commerce, 69th Cong., Ist Sess., 185-9, 213-7 (1926) ; Hearings on H.R. 4365, supra 
note 30, at 339-41. 

83 During the early years of the fair trade movement, when manufacturer interest 
in price maintenance was very high, a spokesman for the American Fair Trade League 
stated before a congressional committee that “No manufacturer has been driven out 
of business by price cutting, to my knowledge. I don’t think any manufacturer has 


a Ee ee aren 


~ Ee RRR! 


RSXAV weve 


FAIR TRADE: ORIGINS, PURPOSES, AND COMPETITIVE EFFECTS 633 


Furthermore, the small manufacturer is not entirely helpless in 
protecting his distribution in the absence of fair trade. A really small 
producer may very well have sufficiently few outlets to permit an 
effective policy of refusing to deal with price cutters, or he may 
pull in his horns to such a point. This is exactly what Mr. John W. 
Anderson, president of the American Fair Trade Council, was forced 
to do under conditions of leader selling in the 1920's, and, in his 
own words, “That ‘refusal to sell’ formula saved our business.” * A 
number of manufacturers favor fair trade legislation to enable 
them to have their cake and eat it too. Unwilling to confine sales to 
distributors who have a relatively uniform merchandising policy, they 
seek legislative action that will enable them to impose a specific 
resale price on stores that wish to control their own price policy. 
It might be argued that if such concerns are unable to resist the 
temptation of selling through mass distributors, they voluntarily 
forego the option of selling on a selective basis and should be com- 
pelled to abide by the consequences. 

Despite the fact that the fair-trading privilege is regarded as a 
valuable asset by some small manufacturers, it is by no means a 
utopian solution to the price cutting problems of the small producer. 
Enforcing fair trade is a costly business, and a substantial number of 
small manufacturers consider fair trade an expensive luxury, beyond 
their means, and available only to the very sizable firms that can 
afford to employ shoppers and high-priced legal counsel. For many 
of these small concerns, including a number of those actually em- 
ploying fair trade, a refusal to sell is the primary means of price 
protection. 

Although fair trade is often referred to by its advocates as a pro- 
tective device for the benefit of the small manufacturer, the giants 
in the consumer goods field appear to supply the vast bulk of goods 
actually sold under resale price contracts. In a sample of 175 fair- 
trading manufacturers, compiled by the author from questionnaire 
returns received by the Senate Select Committee on Small Business, 
it was found that the 50 manufacturers who fair-traded merchandise 
valued at $5 million or more in 1954, accounted for 89 percent of 
the total fair-traded volume of the entire sample. Mr. John W. 


even approximately been driven out of business. He has, however, been most 

severely annoyed by price cutting. . . .” Hearings on H.R. 13568 Before the House 

Committee on Interstate and Foreign Commerce, 64th Cong., 2d Sess., 379 (1917). 
84 Hearings on H.R. 4365, supra note 30, at 340. 
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Anderson has also pointed out that in 1949, 56 of the leading 100 
largest national advertisers in the United States, fair-traded all or a 
part of their products.** This predominance of the large manu- 
facturer is not surprising in the light of the basic rationale of fair 
trade. If effective leader selling requires the use of well-known, 
heavily advertised brands, then it is not the firms of small size and 
limited reputation that are likely to find price protection very help- 
ful, but rather the well-entrenched giants whose nationally advertised 
products are most suitable for this purpose. 

Carrying the argument one step further, a plausible case can be 
made that fair trade, on balance, helps to consolidate the market posi- 
tion of the larger manufacturer and exclude the smaller producer. 
In many important instances a fair-trading arrangement may be 
appropriately regarded as a form of cooperation between the manu- 
facturer of a well-known and intensively advertised brand and numer- 
ous retailers of that product, whereby, in exchange for price pro- 
tection and satisfactory margins, the dealers tacitly agree to carry and 
push that particular brand.** Where price cutting can be prevented 
by fair trade the small manufacturer will hardly be able to persuade 
the typical retailer to carry and push his razor blades, soap, or 
baby products, in preference to the heavily advertised and well- 
known products of Gillette, Procter & Gamble, or Johnson & John- 
son. The latter brands can be sold in volume, at small sales ex- 
pense, and at premium prices. With the usual margins they are 
simply more profitable for the dealer to carry and push than are the 
brands of fringe competitors. It is precisely in the case where the 
well-known brands are subject to price cutting that dealer interest 
in “switching,” “off-brands,” and private brand merchandise becomes 
significant and the small manufacturer becomes an object of interest 
as a source of supply.** This improvement in the position of the 





85 John W. Anderson, “Interview on Voluntary Fair Trade,” 5 (pamphlet, 1950). 


36 “Most buyers stated that their stores were continuing to place their main em- 
phasis on General Electric’s line. The reason they gave is GE’s price maintenance 
policy at retail, which, they said, gives the stores a chance to make a profit, especially 
in ‘fair-trade’ states. Two buyers said their stores push the line ‘to get the advertising 
money.’” Robert N. Strauss, Nation’s Big Stores Sour Over Slim Pickings With 
Autumn Sales at a Trickle, Home Furnishings Daily, October 3, 1957, p. 26. 

37 In a recent trade paper series on the changing position of the independent manu- 
facturer, the question is raised: “But how does the small firm hope to get a dealer 
to carry his brand in the face of tremendous demand built up for nationally advertised 
brands? .... ‘Well, for one thing, dealers are learning that they can’t make money 
just trying to undercut the discounter’s price on national brands,’ declared the presi- 
dent of one independent. . . . ‘However, by selling the superior workmanship and 
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small producer is offset to some extent by the fact that the lower 
prices on the national brands tend to increase their attractiveness to 
the consumer, and some dealers, retrenching in the face of price 
competition, may retain the popular brands sought by their customers 
and reduce their off-brand lines. Nevertheless, it is by no means 
clear that the net effect of the ending of fair trade would be unfavor- 
able to the interests of smaller manufacturers. 


C. Fair Trade and Preservation of the Small Dealer 


One of the fundamental arguments for fair trade legislation is its 
importance for the preservation of the small dealer, who is allegedly 
unable to survive under conditions of unrestrained price competition. 
Spokésmen for fair trade urged that “In the absence of fair trade, a 
department store or chain selling a diversified product line can cut 
prices on nationally advertised, trade-marked articles to build up 
store traffic, and hope to make up for its low margin or losses on these 
items by the sale of other, less attractively priced goods.” ** The 
small dealer cannot compete on this basis because of his lack of 
“dollar power to take the risks in a price war,” lack of diversification, 
limited storage and display space, and his inability to sell goods on 
his own reputation.*® Occasionally it is also argued that the small 
store needs protection against the large retailer because of small store 
inefficiency. Thus, in the Findings of Fact attached to a fair trade bill 
sponsored by the retail druggists in Florida, it was stated that “small 
retail merchants with limited purchasing power, large overhead ex- 
penses and slow turnover of their stock cannot survive the price wars 
or price-cutting operations of large retail stores... .”*° As Mr. 
John W. Anderson has pointed out, this argument adds up to an 
indictment of the small retail druggist as a wasteful, high-cost 
merchandiser needing a special subsidy at the expense of the public 
to stay in business.** 

The competitive disabilities of the small merchant are greatly ex- 


features of the smaller firm’s line, dealers can make a sale at a higher price with a 
better margin for them.’” Robertson, Single-Liners Stress Dealer, Home Furnishings 
Daily, Jan. 22, 1958, p. 36. 
38 Adams, Resale Price Maintenance: Fact and Fancy, 64 Yate L.J. 967, 973 (1955). 
89 Mermey, Director of Bureau of Education on Fair Trade, in Hearings on H.R. 
5767 Before the House Committee on Interstate and Foreign Commerce, 82d Cong., 
2d Sess., 27 (1952). 
40 Interview on Voluntary Fair Trade, supra note 35, at 17. 
41 Td. at 16. 
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aggerated in the preceding statement. It is probably true that the 
large, diversified store has an important advantage in the use of pro- 
motional pricing, due to its larger advertising capacity and greater 
benefits obtainable from attracting traffic. However, small size does 
not preclude the possibility of effective use of leader selling, and the 
more progressive dealer trade associations frequently urge an intel- 
ligent use of such policies.“ Furthermore, the able small merchant 
frequently possesses a number of compensating advantages over his 
larger rival, including greater flexibility of action in pricing and 
hours, larger stocks of goods in specialty lines, greater knowledge of 
product qualities, a greater capacity to render associated services, 
advantageous location, and a more or less closely attached clientele. 
Where the small store is merely a high cost replica of a depart- 
ment of a large establishment, it has real competitive disabilities, 
but this is because it has failed to make a distinctive niche for 
itself in the market place. Where the small store has been brought 
into existence without economic justification, or where it is bad- 
ly managed, insulation from price competition is synonymous 
with protection and consolidation of inefficiency. 

It is difficult to see any meaningful sense in which the advantage 
held by large, diversified stores in the use of the leader is “unfair” to 
the small dealer. The latter may suffer a resultant loss of volume, 
but ordinarily this would appear to be a consequence of a non- 
fraudulent competitive policy that distinctly appeals to the consumer. 
Mr. John W. Anderson asserts that leader selling “is plain deception 
perpetrated on the consumer for predatory purposes,” ** but this is 
either a trivial definition or a major error of fact. In terms of degree 
of deceptiveness to the consumer, leader selling by the large retailer 
does not suffer at all by comparison with contemporary manufacturer 





42 See e.g., Mueller, Who Can Improve Margins? Hardware Retailer, March 1958, 
pp. 7, 283. It should also be observed that the continued trend toward diversification 
in a number of small retailer strongholds has steadily reduced this small store dis- 
advantage in the use of promotional pricing. In the drug field, for example, a recent 
survey of the product mix of drug stores in the United States showed that 43.8% 
of these stores sell movie cameras, 18.3% sell phonograph records, 63.7% deal in 
hosiery, 18.3% sell garden supplies, 74.9% carry electric shavers, and 91.5% handle 
clocks and watches. Big-Ticket Items Take Hold in Drug Field As Stores Seek to 
Replace Lost Volume, American Druggist, March 10, 1959, pp. 5, 6. 

43 “Underlying causes of failure shifted little between 1956 and 1957—managerial 
inexperience and ineptitude continue to account for nine out of ten casualties.” 
Failures: Highest January Total Since 1939, Dun’s Review and Modern Industry, 
March 1958, p. 32. 


44 Interview on Voluntary Fair Trade, supra note 35, at 17-18, 21 
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modes of solicitation or the selling tactics of the small dealer.“* And 
while it is true that leader selling may be engaged in with the intent 
of destroying competition, it does not seem likely that Macy’s for 
example, has emphasized price since the mid-nineteenth century in 
order to obtain “a virtual monopoly of distribution” in its trading 
area. It seems more plausible to explain the price promotion policies 
of the typical large store in terms of a desire to get more business 
tomorrow, without any evil or conspiratorial thoughts of a golden 
age of retail monopoly.** And if retail price cutting is only rarely 
destructive in purpose, leader selling would appear to be unfair 
to the small dealer only on the premise that vested business interests 
are sovereign and have a natural right to profit protection. 

Several attempts have been made to measure the effect of fair 
trade legislation on the rate of retail failures, but the issue is still 
unsettled.*7 In 1947 the Federal Trade Commission asked Dun and 
Bradstreet to make a tabulation of failures of retail drug stores in those 
states which do not have fair trade laws and in adjoining states which 
do have such laws. These data were compiled for the years 1939, 
1940, 1946, and part of 1947. The rate of failure per 1,000 enter- 
prises in business was computed only for 1939, and the figures for 
that year (shown in Table I)** are the most complete and interesting 
of the set. The data on failures in Vermont, Washington, D. C., and 
adjacent fair trade states, are too meagre to yield any interesting re- 


45 Consumer deception is discussed in more detail infra, p. 640. 


46 Manufacturer spokesmen for fair trade have always painted a bleak picture 
of the prospective monopolization of distribution channels by grasping retail giants, 
while retaining unlimited faith in the continued vigor of competition among manu- 
facturers of branded merchandise. In 1926, Mr. William H. Ingersoll waxed eloquent 
over “the monopolistic middlemen which are being set up . . . which goes to the 
very heart of everything we hold dear.” But when asked about manufacturer com- 
petition, Mr. Ingersoll stated: “I trust in the free play of competition to prevent any 
overprice.” Also, if manufacturers get together to fix prices “you would immediately 
invite a lot of new people to compete.” Despite the vastly greater numbers and far 
easier condition of entry in the field of retailing, Mr. Ingersoll found little solace 
concerning the future of competition in distribution from contemplation of the “free 
play of competition” and the threat of entry. Hearing on H.R. 11 Before the House 
Commitiee on Interstate and Foreign Commerce, 69th Cong., 1st Sess. 41, 73-74 
(1926). The same perspective is shown in detail in Mr. John W. Anderson’s state- 
ment in Hearings Before the Antitrust Subcommittee of the House Committee on the 
Judiciary, 82d .. 2d Sess., ser. 12, at 739-45 '(1952). 


47 Indeed, the obstacles to an adequate study along these lines are truly formidable. 
Comparable and adequate data on retail failures by type of store, classified by state, 
are hard to obtain. Also, fair trade legislation has had too short and erratic a career 
for there to be a very dependable statistical base with which to work. Finally, the 
“other factors” influencing the rate of retail failures have tended to overwhelm the 
effect of the presence or absence of fair trade. 


48 Dun & Bradstreet, Inc., tabulation in Hearings Before the Antitrust Subcom- 
mittee of the House Committee on the Judiciary, supra note 46, at 95. 
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sults, but the number of failures is larger in the other five states, and 
it is noteworthy that the non-fair trade states, Texas and Missouri, 
have significantly /ower failure rates than the three adjacent fair trade 
jurisdictions. 

During the hearings on fair trade held during 1958, Mr. Maurice 
Mermey submitted a table showing retail bankruptcies for 1953 
and 1957 in each of the 32 states with effective fair trade at the close 


TABLE I 


Fartures or Reram Drue Srores in SELECTED Srares For 1939 






AbJACENT Srates WITH 
Farr-Trapve Laws 


Srates WITHOUT 
Farr-TRADE Laws 





Rate 

Num-| Liabil- Liabil- Per 

ber ities ities 1,000 
Concerns 

ia eee Ses ele? SFP New 

Hampshire.. 2 |$ 8,000 8.9 
1 |$ 4,000 Maine........ 4] 30,000 10.1 
16 Maryland..... 3 7,000 4.1 
9 Oklahoma. ... 17 | 119,000 15.0 
Illinois. ...... 52 | 217,000 14.1 
Kansas....... 8 | 72,000 7.4 





of 1957, and in each of the 17 jurisdictions without fair trade at that 
date.*® Aggregating the data for each of the two years by jurisdiction 
type (fair trade or non-fair trade), he found that retail failures be- 
tween 1953 and 1957 increased by 42.3 percent in the 32 fair trade 
jurisdictions and by 149.2 percent in the 17 non-fair trade areas. Mr. 
Mermey concluded that “The hardier performance of retailing in the 
32 States [with effective fair trade] . . . can hardly be just a coinci- 
dence.” *° Unfortunately, however, Mr. Mermey’s statistics and 
analysis suffer from defects which render them of doubtful signif- 
icance. 

First, his category “non-fair trade areas” is a heterogeneous com- 





49 Hearings on H.R. 10527 Before a Subcommittee of the House Committee on 
Interstate and Foreign Commerce, 85th Cong., 2d Sess. 40 (1958). 


50 Jd. at 36. 
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ite which includes six jurisdictions that were in that category by 
the end of 1953, eight which went off fair trade between the begin- 
ning of 1954 and the close of 1956, and three that abandoned fair 
trade during the very year for which the recent failure statistics 
are given. No adjustments are made in the classification or analysis 
for the transitional effects of changes in jurisdiction, or for the vary- 
ing degrees of effectiveness of fair trade legislation in the different 
fair trade states. Secondly, it is an interesting fact that retailing does 
not show a hardier performance in all the fair trade jurisdictions: in 
fact, five of the 17 non-fair trade areas show a significantly smaller 
increase in failures than 19 of the 32 fair trade states. This is difficult 
to explain on the hypothesis that fair trade protection is of dominating 
importance in determining failure performance. 

Finally, the rate of retail failures is very much influenced by general 
economic conditions, and the uneven incidence of unemployment 
and income decline as between fair trade and non-fair trade jurisdic- 
tions probably goes far toward explaining Mr. Mermey’s results. The 
two non-fair trade states which show a very drastic increase in retail 
bankruptcies are Michigan and Oregon, both of which suffered severe 
declines in income and employment during 1957.5 On the fair trade 
side of the picture New York accounts for between 1/4 and 1/3 
of the total failures in fair trade states, and New York shows an 
exceptionally small percentage increase in failures. However, this 
favorable showing is almost certainly not attributable to fair trade. 
The impact of the recession on that state was moderate, and it 
may well be argued that fair trade has been so ineffectual in the 
highly competitive market of New York City as to render it a 
de facto non-fair trade area. The fact that fair trade has been work- 
ing rather poorly in other fair trade jurisdictions raises further doubts 
regarding its significance in explaining different failure rates. 

It has yet to be demonstrated empirically that fair trade can ef- 
fectively reduce the rate of small dealer failures. On a priori grounds 
a case can be made that widely used and well enforced fair trade 
might reduce retail bankruptcies in the short period, but as a long 


51 According to the American Druggist, “Price cutting flourishes when consumer 
incomes are curtailed and people are fearful of what’s ahead. The experiences of 
Detroit retailing—just surveyed by American Druggist—amply proves this point.” 
This survey closes with the very interesting conclusion that “The best deterrent to 
price cutting is a population which is fully employed at top salaries.” Price-Slashing 
in Drug Trade Runs Wild When Layoffs Hit Area, A.D. Study Finds, American 
Druggist, March 10, 1958, pp. 9, 12. 
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run preventive of retailer failures, fair trade legislation would appear 
to be worse than futile. By making it possible for small dealers to 
survive on high margins and low volume, the fair trade price umbrella 
serves to attract new store competition and increase the number of 
high cost and precariously situated retailers. It removes an important 
stimulus to improvements in business methods that might enable the 
retailer to withstand economic shocks such as depressions, the open- 
ing of a nearby supermarket, or the periodic breakdown of fair trade. 
Finally, fair trade tends to stimulate the development of private 
brand merchandise and the stocking of protected goods by new 
channels of distribution desirous of procuring some share of this 
high margin traffic. Both of these developments tend to undermine 
effective resale price maintenance, and they, together with the mass 
distribution requirements of a high productivity economy, suggest 
strong doubts as to the long term self-maintaining capacities of fair 
trade. 


D. Fair Trade and Consumer Protection 


A further purpose of the fair trade laws is alleged to be the pro- 
tection of the consumer against the deceptive baiting of loss leaders 
and the long run monopolization of distribution channels. In the 
view of spokesmen for fair trade, the consumer must be legislatively 
protected from his own folly, but only as regards his propensity to 
patronize price cutting retailers. The consumer requires protection 
against loss leaders because they will induce him to enter a store in 
which “he will not be able to resist the urge to buy other things on 
which the retailer realizes a substantial profit.” °* As a result, the 
apparent bargains are more than offset by the numerous “lemons” 
which the aggressive seller is able to pass off on his customers. “To 
compensate for a few price cuts, he charges more for other things. 
He can’t do otherwise because he has fixed costs and operating costs, 
and he buys his goods at about the same price as his competitors.” ™ 
Fair trade legislation thus protects the consumer by making it possible 
to prevent the use of many nationally advertised brands as bait. 


» 52 Adams, Resale Price Maintenance: Fact and Fancy, 64 Yate L.J. 967, 973 
(1955); Senator Millard Tydings in Hearings on S. 100, 75th Cong., Ist Sess. 38 
(1937) ; Hearings on H.R. 10527, supra note 49 at 28, 30, 87-88, 117. 

58 Statement of Maurice Mermey in Hearings on H.R. 5767 Before a Subcommittee 
of the House Committee on Interstate and Foreign Commerce, 82d Cong., 2d Sess. 26 
(1952). ‘ 

54 Id. at 26-27. 
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It is acknowledged that there are some buyers who are intelligent 
enough to restrict their purchases to the loss leader bargains, but other 
less alert buyers will presumably enable the seller to more than recoup 
his losses. It follows, however, that fair trade will reduce the number 
of bargains available to those who are most careful in the disposition of 
their resources, while the irrational mass of consumers is hardly better 
off, unless we assume that the independent sellers who presumably 
retain their custom under fair trade are less prone to take advantage 
of their readily manipulated customers. This assumption would be 
of dubious validity. Furthermore, if the mass of consumers are so 
foolish as to require protection from advertisements of goods at low 
prices in stores which they regularly frequent, it is difficult to see why 
they do not require governmental protection from the wiles of manu- 
facturers with whom they trade infrequently.> A loss leader in- 
volves the offer of a specific good at a definite price; this would ap- 
pear to have a definite advantage to the consumer, as compared 
with the usual vague offer of the “finest” or “most exciting” or 
“newest” something-or-other ever offered. And, if the druggists of 
California show their appreciation of the price policy of the Dr. 
Miles Company by “getting behind” that company to the extent of 
increasing its sales by 200-300 percent in one year, who is going to 
protect the consumer from the deliberate substitution of high margin 
products by “legitimate” dealers, without regard to merit?™ If it is 
decided that the foolish consumer needs additional protection from 
sellers who mislead him (but presumably fall short of legal fraud), 
there would appear to be better places to begin than with the large 
retailer who offers a customer a bird in the hand. 


55 According to Mr. John W. Anderson, “Experience with store-named products 
has seemed to indicate rather clearly that, basically, the public, although susceptible 
to spot savings on well-known branded products, senses, at least subconsciously, the 
fact that the store is interested primarily in store traffic and does not have the com- 
pelling inducements of the manufacturer of a national brand to keep in his products 
values truly competitive.” “Interview on Voluntary Fair Trade,” supra note 35 at 7. 
Apparently, leader selling by retailers is effective because the consumer is readily 
deceived, but consumer preference for well advertised branded products is based on 
sound intuition, For some unexplained reason the consumer’s subconscious does not 
warn him against the overpriced goods sold in conjunction with leaders. It is also not 
made clear why a manufacturer, who may sell a consumer one item every five years, 
has a greater incentive to offer sound values than a diversified store that depends on 
a much more regular relationship with customers. 

56 With characteristic insight and exaggeration Veblen long ago pointed to an 
important segment of the drug trade as the most mature in point of consumer manipula- 
tion by salesmanship: “It has long been a commonplace among those who are interested 
in these matters that proprietary remedies, ‘patent medicines’ and the like—what are 
sometimes called ‘nostrums’—can always be marketed with a good profit by use of 
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As was mentioned earlier, it is argued that since loss leaders are ad- 
vertised in order to make money, the low prices on these nationally 
advertised goods must be invariably offset by the sale of excessively 
priced items. Hence, consumers as a group never gain from loss 
leader selling. This “doctrine of necessary recoupment” suffers from 
a number of fundamental defects. For one thing, most price cutting, 
as noted above, is not “loss leader selling,” although the fair traders 
find this postulate very convenient. Sales at below fair trade levels may 
appear desirable to some retailers because a low markup policy is felt 
to harmonize with low costs and individual notions of fair profits, 
because of a desire to expand business volume by acquiring the repu- 
tation of being a low-priced seller, or because it is felt worthwhile 
to compete vigorously for “extra business” yielding something beyond 
out-of-pocket expenses. Furthermore, it does not follow from the 
fact that the purpose of leader selling is the stimulation of additional 
business that the extra sales must be made at “high” prices for leader 
selling to be sound business policy. Extra business at standard prices 
or lower may be quite profitable due to the reduction in overhead 
costs per unit and because the expansion in business volume may 
more than compensate for the lower average markup.” It is a crude 
fallacy to argue that because the gross margin of department stores 
is about 36 percent, sales by such stores at markups of 10 percent 
must be “compensated for” by very high margins on other goods. 
For one thing, the 36 percent average figure may not apply to a 
particular store, since the average conceals a fairly wide range of 
dispersion. Secondly, gross margin figures add together information 
on a wide range of goods, having different turnover and expense 
rates, which are consequently priced differently. A 20 percent 
markup on one type of good and a 60 percent markup on another 


a suitable kind and amount of publicity, somewhat irrespective of any inherent merit 
in the goods,—provided always that the seller-proprietor and his publicity-agent go 
about the business with the requisite lack of scruple’ VEBLEN, ABSENTEE OWNERSHIP 
AND BusINEss ENTERPRISE IN RECENT TIMES 309 n.15 (1923). 


57In a reply to a criticism of his defense of the necessary recoupment doctrine, 
Professor Walter Adams cites examples of the fact that consumers buy more than 
leader merchandise, remarking that “anyone who believes that the consumer confines 
his purchases exclusively to loss leaders must find it rather difficult to explain the 
popularity of loss leader selling.” Adams, Fair Trade and the Art of Prestidigitation 
65 YaLe L.J. 196, 205 (1955). Since nobody has claimed that the consumer only buys 
leaders, and since the issue in question was whether the consumer was likely to suffer 
on balance as a result of the unloading of “lemons” on his victims by the price cutter, 
the “art of prestidigitation” in this instance is the redefinition of a “lemon” to include 
any sale by a price cutter which is not advertised at a discount, irrespective of its 
relationship to competitors’ prices. 
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may be “normal” pricing policy for items of widely different 
characteristics. Finally, it is usually assumed that the magic “36” 
is an inflexible benchmark unaffected by store policy; but an effec- 
tive leader policy may succeed in reducing it. 

In sum, to quote from a work generally favorable to resale price 
maintenance, although it is true that “a store depends for its profits 
on associated goods rather than ‘leader’ merchandise . . . until there 
exists proof that prices on the remaining stock of goods exceed those 
of competitors on the same goods, we have little reason for claiming 
that the consumer loses as a result of his purchasing from stores that 
employ the .. . [leader] policy.” * 

Fair trade is also regularly defended by its proponents as a valuable 
protection against the monopolization of distribution channels threat- 
ened by the predatory retailer. Is this a genuine threat or rhetoric? 

It is true that moderate local monopoly power is widespread in 
distribution, and that the largest retailers do a considerable business 
and often have the power to abuse local competitors. However, a 
little perspective requires the observation that the field of distribution 
is almost unique in its great number of firms and the ease with which 
new concerns may commence business. There were 1,721,650 retail 
and 252,318 wholesale establishments doing business in the United 
States in 1954, including 1,554,623 single unit retail firms. In 1929 
the largest 1 percent of retail stores accounted for approximately 25 
percent of total retail sales; in 1954 the largest 1 percent did about 
26 percent of retail volume. In 1929 single store independents made 
68.7 percent of retail sales; in 1954 they accounted for 69.9 percent 
of retail sales.** Thus, although many large retailers have grown 
rapidly since 1929, the general expansion of the system has been 
sufficiently great so that their running has merely enabled them to 
stand still in terms of relative position in the aggregate of markets 
in the United States. 

With respect to local retail markets, where the question of degree 
of monopoly power is more properly applied, there can be little 
doubt that competition is generally more vigorous today than it was 
in 1929. The number of retail establishments has increased only by 
some 23 percent since that time, but improved transportation methods 
have significantly extended the scope of local markets, the mass 





58 SELIGMAN & Love, Price CuTTInG AND Price MAINTENANCE 242 (1932). 
59 U.S. Bureau or Census, Dep’t or ComMMERcE, Census oF Business, Vol. I 
p. 15 (1930), Vol. I p. 69 (1939), Vol. I pp. 2-2, 4-2 (1954). 
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merchandising techniques of the supermarket and the discount house 
have greatly intensified competition, and the acceleration of retail 
diversification has greatly increased the number and variety of market- 
ing channels through which many goods pass. It should also be 
observed that many of our largest retailers, such as Sears and A. & P., 
operate in many separate markets. Their monopoly power is con- 
siderable in some and nil in others. Also, most of the giant retail 
stores, such as Macy’s and Hudson’s, are located in great metropolitan 
markets in which numerous competitors severely limit big store 
market control. Many a small town drug store has more true mo- 
nopoly power than has Macy’s, and one would be hard put to find 
a drug manufacturer operating with the competitive restrictions that 
Macy’s must suffer. 

There is no serious barrier to entry into the distributive trades. 
Capital requirements are low, particularly in retailing, sources of 
supply are numerous and widely dispersed, and credit and the req- 
uisite type of labor are readily available. The result is that new 
businesses are continually coming into existence in these trades, and 
in recent years well over 100,000 new firms have been entering the 
field of retailing every year. Such ease of entry is of great importance 
in maintaining effective competition—abuses of market power are 
likely to generate new competition, and the very fact that entry 
may result from exploitation serves as a restraining force on firms 
already in the market. 


The contention that fair trade serves to protect the consumer 
against the long run monopolization of distribution facilities thus has 
a false ring. The consumer is asked to tolerate very real present 
restraints On competition in order to prevent future restraints that 
would appear to represent extremely remote and unlikely eventuali- 
ties. Furthermore, it is very doubtful that fair trade would provide 
a serious obstacle to a further concentration of distribution. It im- 
poses no restraint on merger activity, it fails to eliminate leader sell- 
ing, and it will certainly not prevent (and may stimulate) the growth 
of the mass distributor.® 


60 The expansion of the supermarket was not seriously retarded by fair trade legisla- 
tion, and the discount house had its most spectacular period of growth in the post- 
World War II era of “effective” fair trade. It has been cogently argued by many 
students of marketing, that fair trade contributed notably to the success of the dis- 
count house by its association with attempts to maintain traditional high markups, and 
by providing advertised comparison prices that served as grist for the discount house 
mill. 
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IV. Farr TRADE AND THE COMPETITIVE PROCESS 


Does price-fixing of the type sanctioned by fair trade legislation 
tend to weaken competition to any serious extent? Spokesmen for 
fair trade almost invariably rely on two fundamental arguments that 
yield a negative answer. First, it is said that since these laws only 
sanction vertical contracts, and explicitly condemn horizontal combi- 
nations, competition among sellers at any particular stage of the 
economic process is unaffected. Secondly, it is urged that because the 
fair trade laws permit vertical price-fixing only where the commodi- 
ties in question are sold in “free [or “fair” ] and open competition” 
with other goods of the same general class, consumers are thus as- 
sured the protection of effective competition among manufacturers.™ 

A. It is true that the fair trade laws only permit vertical agree- 
ments and explicitly prohibit horizontal arrangements. However, 
these laws are internally inconsistent in this regard, since de facto 
horizontal combinations may result directly and indirectly from the 
normal operation of fair trade. The elimination of price competition 
among retailers, as regards any particular branded product, “may . . . 
lawfully result if a distributor [or manufacturer] successfully negoti- 
ates individual ‘vertical’ agreements with all his retailers,” and when, 
as a result of the operation of the non-signers’ clause, non-contracting 
retailers are compelled to abandon price competition, “they are 
driven into a compact in violation of the spirit of the proviso which 
forbids ‘horizontal’ price fixing.” * Fair trade legislation also provides 
retailers and wholesalers, desirous of escaping the rigors of price 
competition, with machinery that enables them to do so, not only 
without violating the law, but using the law as a means of enforc- 
ing horizontal price-fixing against recalcitrant competitors. One 
of their number need merely enter into a resale price contract with a 
supplier and notify competitors of the existence of such contract, and 
all subsequent price cutting is subject to legal penalty. Collective 
pressure or negotiation in connection with the obtaining of these 
contracts is, of course, illegal, but the fair trade laws provide ex- 
traordinary incentives to law violation, and this form of horizontal 
price-fixing has been a common occurrence. 

61 Hearings on H.R. 10527, 85th Cong., 2d Sess. 79-80 (1958); Adams, Resale 
Price Maintenance: Fact and Fancy, 64 Yate L.J. 967, 972-74 (1955); Hearings on 


S. 3822 Before a Subcommittee of the Senate Committee on the Judiciary, 74th Cong., 
2d Sess. 21-23 (1936). 


62 Schwegmann Bros. v. Calvert Distillers, 341 U.S. 384, 389 (1951). 
88 See note 30 supra. 
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Mr. John W. Anderson acknowledges that fair trade eliminates 
price competition among retailers, but he argues (as do other pro- 
ponents of fair trade) that “the basic competition is, and, in the public 
interest, should be, between manufacturers of rival brand-name 
products.” “ While it is undoubtedly true that competition among 
manufacturers is of major importance in protecting the consumer 
from exploitation, it is difficult to understand why the advantages of 
competition are confined to one stage of the economic process, and 
why the manufacturer alone requires the stimulus of competition to 
reduce prices and costs.” Moreover, insofar as fair trade is effective, 
it tends to raise distribution costs by depriving low cost distributors 
and the public of the advantages of superior efficiency; it impedes the 
emergence of price differentials reflecting variations in the type and 
quantity of service desired by customers; and it tends to divert com- 
petition into cost-increasing non-price channels and as a result of 
higher profit margins, to induce excessive entry and capacity (and 
inefficient output volume per unit) into the field of distribution. 
These higher distribution costs tend to be translated into higher prices 
irrespective of the degree of manufacturer competition. 


Justification of resale price-fixing on the ground of the pre-eminent 
importance of manufacturer competition conveys the misleading im- 
pression that competition at different levels of the economic process 
is independent rather than mutually reinforcing. However, com- 
petition at any particular level tends to transmit itself to other stages, 
and many manufacturers favor resale price maintenance, at least in 
part, “because they are afraid that if the retail prices start slipping, 
the retailers will insist that manufacturers’ prices be reduced, in order 
to keep the retailers in business.” ** Manufacturer competition is 
likely to be reduced with the spread of fair trade, not only as a 


64 Interview on voluntary Fair Trade supra note 35. See also Hearings on H.R. 
10527, supra note 61, at 79. This paragraph, and the balance of pt. IV, §§ A-B are 
based in part on Herman, “Free and Open Competition,” 9 Stan. L. Rev. 323 (1957). 

65 See 58 NationaL A. or Retait Druccists J. p. 5 of Supp. following 494 (1936) 
which clearly acknowledges the beneficial effect of competition on the business 
methods of the small drug retailers in the following language: “It was the coming 
of the chain store that threatened that security of the operator. He launched his 
systematized operation and look at the result . . . . Competition from the dreaded 
chain didn’t hurt this merchant. It helped him . . . because he put into operation 
the same system, the same methods that the chain and syndicate tycoons have found so 
efficient. .. .”; 58 Nationa A. oF Retart Druccists J., supra at 724 further states: 
“[ Without] chain competition, the corner drug store would, in all probability, still 
adorn its windows with tall glass urns of colored water behind which a dimly lighted 
interior would do everything but invite the customer in.” 


698 Conc. Rec. 8726 (1952) (remarks of Senator Douglas). 
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result of reduced competitive pressures from distribution channels, 
but also because it encourages organized dealers to force high and 
identical discounts on competing manufacturers, and affords the 
manufacturers themselves a convenient mechanism for realizing the 
effects of a horizontal price agreement.” 


B. Is it true that the requirement that fair-traded goods be in 
“free and open competition” with other goods of the same general 
class assures the consumer of the protection of effective competition 
among manufacturers? In terms of fundamental structural require- 
ments for effective competition, this question might be rephrased: 
Does the “free and open competition” proviso of the fair trade laws 
assure adequate numbers, relatively easy entry conditions, and limited 
monopoly power via product differentiation, as prerequisites to the 
use of fair trade? The answer must be a categorical negative. 

With respect to number of sellers, the free and open competition 
proviso has been held to require only two competitors. In the im- 
portant decision, Eastman Kodak v. FTC, it was held that “if a 
purchaser wants a color film he must be able to buy it from more than 
one manufacturer if there is to be ‘free and open competition with 
commodities of the same general class’. . . .” ** The FTC interpreted 
this decision as requiring only two sellers for the assurance of free 
and open competition, so that when General Aniline & Film entered 
the color film market with “Ansco,” the Commission declared Koda- 
chrome to be in free and open competition and eligible for fair 
trading. These two decisions represent the current status of the 
protective proviso as regards the required number of competitors. 
Other opinions involving this point are not so explicit, but they either 
accept Eastman Kodak or state generalities consistent with it. Ex- 
amination of congressional discussions of this issue indicates that 


the two seller criterion is the only explicit concept attached to this 
ill-defined clause.”° 


It goes without saying that the requirement that there be two 
sellers in a market constitutes a rather limited assurance of effective 
competition. Congress and the courts have also placed undue stress 





87 For numerous examples of the positive role of fair trade legislation in combina- 


tions to fix prices, see FTC, Report ON RESALE Price MAINTENANCE, at 166-234, 
544-47 (1945). 


68 158 F.2d 592, 594 (2d Cir. 1946), cert. denied 330 U.S. 828 (1947). 
69 Eastman Kodak Co., 44 F.T.C. 14, 16 (1947). 
7 See Herman, supra note 64, at 327-28. 
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on absolute seller numbers, largely disregarding the size distribution 
of sellers in the market, and thus implicitly sanctioning the typical 
case of strong monopoly power in fair-trade markets, in which 
effective product differentiation contributes heavily to domination 
of the market by a few sellers surrounded by a fringe of small 
competitors. Some indication of the degree to which concentration 
may be carried within the framework of fair trade legislation is 
provided in Table II. 


TABLE II” 


CoNCENTRATION Ratios FoR TWENTY-ONE HicH CoNCENTRATION INDUSTRIES IN 
Wuics Farr Traps Contracts Have Been Usep, ror THE YEAR 1954* 








Concentration Ratios: 
Value of Value of Shipments by— 
Shipments 
(thousands 


of dollars) 








Propucr or Propuct Crass 





4 Largest | 8 Largest |20 Largest 


Cos. Cos. Cos. 

Canned baby food.................... 
Small arms ammunition (1947 data)... 
Watches, domestic jeweled lever types. 100 
Household sewing machines........... 100 
Sanitary napkins and tampons........ 
Razor blades and razors, non-electric. . 100 
Photographic film and plates, silver 

I nn 5-025 coeccoccgncansti 98 99 
Outboard motors................0.06- 99 100 
Wi hs cs oles s Gotadamestaedonesiz 97 99 
OE aiid. stim nctrinnrensed 97 100 
Hard surface floor coverings.......... 97 100 
CHING 5S. TERIOR RBA 99 100 
Rs as iia 5 «5inend 0 sions tonnes 89 97 
Tires and inner tubes................. 91 99 
Ens 5.05 cohehte ses tenes csek 98 99 
Packaged non-specialty soaps......... 87 95 
Phonograph records.................. 81 88 
Antibiotics for human use............ 89 98 
Bottled liquors................0.0000- 82 95 
8 and 16-millimeter motion-picture 

OO ELELRE RE LER LEE AOS: 96 
Small arms (1947 data)............... 99 


*In some of these industries fair trade was abandoned prior to 1954, but for 
reasons unconnected with the ‘free and open competition’’ proviso. Concentration 
in cigarettes was considerably higher when fair trade was. in effect. i 

fa) This notation indicates that figures must be withheld in order to avoid 
disclosing figures for individual companies in violation of Census rules. 
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Assuming that there are just two sellers in a market, and that these 
sellers refuse to compete in price, preferring to follow the practice 
of meeting each other’s prices whenever a change is made, question 
may be raised whether this is consistent with the requirement that 
there be free and open competition. In a recent and scholarly judicial 
discussion of this point, it was observed that in the case at hand, 
“If a price change was made by one manufacturer, it was usually 
countered by a similar price reduction . . . in the ‘competitive’ prod- 
uct. The popular 620 film sold at 50¢ a roll; when Ansco reduced 
the price to 45¢, Eastman immediately followed; and this instance 
was ‘representative’ of operations.” ™* Nevertheless, the court held 
that the products were in free and open competition, and therefore 
legitimately fair-traded. And elsewhere, although the courts regular- 
ly speak of the necessity of “active” competition as a condition for 
the existence of free and open competition, this merely requires that 
there be other sellers independently soliciting business and not 
engaging in collective or predatory activities which amount to vio- 
lations of the Sherman Act. 


The free and open competition proviso does not confine fair- 
trading to industries with relatively easy entry. Patents and copy- 
nights do not preclude the use of resale price contracts, as long as 
there is another seller offering goods of the same general class.” 
There is no limitation placed upon the use of intensive advertising 
as a device for forestalling entry. As long as entry is prevented by 
means other than the use of abusive tactics (which violate the Sher- 
man Act anyway), impediments to entry are beyond the scope of 
the free and open competition proviso. 


Does the free and open competition proviso protect the consumer 
from monopoly power built up by intensive advertising and other 
forms of product differentiation? On the contrary, one purpose 
of the fair trade laws is to enable the manufacturer to take full ad- 
vantage of whatever monoply power he can build up by this means. 


71 Eastman Kodak Co. v. Home Utilities Co., 138 F. Supp. 670, 674 (D. Md. 1956), 
modified, 234 F.2d 766 (4th Cir. 1956), appeal dismissed, 352 U.S. 956 (1957). 

72 Source: Report OF THE SUBCOMM. ON ANTITRUST AND MONOPOLY TO THE 
SENATE COMMITTEE ON THE Jupiciary, 85TH ConG., Ist SEss., CONCENTRATION IN 
AMERICAN INDUSTRY 46-62 (ComM. Print 1957) ; The 1947 data is found in Hearings 
Before the Subcommittee on the Study of Monopoly Powers of the House Committee 
on the Judiciary, 81st Cong., Ist Sess., ser. 14, Pt. 2b at 1446-7 (1950). 

78 Columbia Records, Inc. v. Goody, 278 App. Div. 401, 105 N.Y.S.2d 659 (App. 
Div. 1951) ; Schill v. Remington Putnam Book Co., 179 Md. 83, 17 A.2d 175 (1941) ; 
Eastman Kodak Co. v. FTC, supra note 68. 
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In the words of one judge: “The plaintiff annually expends large 
sums in advertising products identified by its trade-marks and brand 
names. As a result of this advertising, and the intrinsic merit of its 
products, a valuable reputation and goodwill has been established for 
these commodities. . . . The primary purpose of state fair trade laws, 
including that of Pennsylvania, is the protection and preservation of 
the manufacturer’s trade-mark or brand name by means of resale 
price maintenance.” “* The possibility of conflict between large-scale 
advertising, the protection of manufacturer goodwill, and the mainte- 
nance of effective competition, has scarcely been recognized, let alone 
resolved in favor of competition and the consumer. 

From the standpoint of judicial interpretation of the “free and 
open competition” proviso, how far must a product be differentiated 
in the mind of the public for it to fall into a class different from that 
of apparently similar articles? Lhe decisions dealing with this issue 
are not usually very explicit or consistent with one another, but, 
generally speaking, they have tended to define classes of commodities 
rather broadly. Thus, books, toothbrushes, teeth cleansing agents, 
typewriters, and phonograph records, have been found to be classes 
of goods within the meaning of the protective proviso. In Eastman 
Kodak v. FTC, it was held that black and white film and color film 
are sufficiently unique to warrant their being placed in separate 
classes, but this is a rather exceptional decision in this regard. Ordinari- 
ly, where goods are physically similar and serve broadly the same 
purpose, they are likely to be placed in the same general class. Where 
a commodity is successfully differentiated from otherwise similar 
goods merely by very effective sales promotion, this does not place 
it in a separate class.” 

In sum, in the present state of interpretation, the “free and open 
competition” proviso does not protect the consumer against fewness 
or concentration of sellers as long as there are two in the market; 
these two sellers need not compete in price; they may be completely 
protected against the entry of new competition; and they may en- 
trench themselves by means of unlimited advertising expenditures, 
without coming into conflict with the requirement that competition 
be free and open. If this proviso is the “crucial safeguard against 





74 Remington Arms Co. v. Gatling, 128 F. Supp. 226, 226-27 (W.D. Pa. 1955). 
75 See Eastman Kodak Co. v. Siegal, 2 Misc. 2d 966, 969-70, 150 N.Y.S.2d 99, 


550), (Sup. Ct. 1956), modified, 1 App. Div. 2d 1002, 151 N.Y.S.2d 859 (App. Div. 
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exploitation” afforded by the fair trade laws, the consumer is in an 
unenviable position. 


V. CONCLUSION 


1. Fair trade legislation in the United States was brought into 
existence largely as a result of the efforts of organized retailers, de- 
sirous of eliminating price cutting and stabilizing margins in the re- 
sale of popular branded merchandise. Although ostensibly directed 
toward the elimination of “loss leader” selling, fair trade legislation 
has reflected the broader anti-competitive purposes of its dealer 
sponsors in its failure to distinguish between price competition which 
is predatory in character and that which is a normal and socially ad- 
vantageous aspect of the operation of free markets. Since most price 
cutting in distribution channels does not constitute loss leader selling 
in any meaningful sense of the term, the sanctioning by fair trade 
legislation of de facto horizontal agreements fixing prices and margins 
in distribution channels, has permitted restraints on a primary and 


desirable form of competition far beyond the requirements of loss 
leader control. 


2. These restraints on competition have been defended, in part, 
on the ground that they are necessary for the protection of the 
manufacturer, the dealer, and the consumer, against the depredations 
of unrestricted price cutting. The case justifying fair trade in terms 
of such needs has been examined at some length in the body of this 
article, and although it was found to have some force, particularly 
with respect to the manufacturer’s interests, it is not convincing when 
balanced against the broadly anti-competitive ends and consequences 


of fair trade, its wide scope for abuse, and its neglect of consumer 
interests. 


3. It has invariably been argued by spokesmen for fair trade, 
that the restraints imposed by this form of resale price maintenance 
are not likely to be injurious to the public because the “free and open 
competition” proviso assures the consumer of the protection of manu- 
facturer competition. This classic defense of fair trade is misleading 
and without merit. Restraints on competition in distribution tend 
to affect the consumer adversely, irrespective of the degree of com- 
petition among manufacturers. Moreover, competition in the dif- 
ferent stages of the economic process is mutually reinforcing rather 
than independent, so that restraints permitted at one level (distribu- 
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tion) are likely to transmit themselves to another stage (manufactur- 
ing). Furthermore, as a consequence of the restrictive purposes of 
fair trade legislation and the narrowness or ambiguity of legislative 
conceptions of “free and open competition,” the courts have tended 
to permit fair trade in the absence of activities that would constitute 
violations of the Sherman Act. As a result, the protective proviso 
has afforded no serious obstacle to fair-trading, despite the wide 
prevalence in fair-trading industries of strong monopoly power 
based on intensive product differentiation, seller concentration, and 
blocked entry. In fact, fair trade has been used with the greatest 
effectiveness by very sizable firms, who have been enabled thereby 
to capitalize to a maximum on the potential monopoly power gene- 
rated by their large advertising expenditures. 

4. The principal fair trade bills now before Congress all contain 
“free and open competition” provisos, but with the usual absence of 
any clarifying explanations of the conditions which must be ful- 
filled for qualification under this clause. Since this proviso has been 
interpreted in such a manner as to be without serious value for 
protection of the public, it should either be excluded as an outworn 
and meaningless pretense at concern with the public interest, or its 
meaning should be clarified and expanded. If this clause is intended 
to prevent the use of fair trade to consolidate or take advantage of 
positions of substantial monopoly power, it might be usefully modi- 
fied to prohibit the use of fair trade in any industry in which the 
four largest firms control more than some specified percentage of sales 
(e.g., 60 percent); or individual firms controlling in excess of 20 
percent of industry sales might be specifically barred from the use 
of this device. It is very possible that any such limitations on the 
applicability of fair trade would sharply reduce its area of use and the 
interest of fair trade proponents in its resuscitation. If so, this would 
be a significant testimonial to the character and distribution of benefits 
of fair trade. In any case, some reassessment of the role of the “free 
and open competition” proviso as a protector of the public interest 
is long overdue. 
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EDITORIAL NOTES 


FREEDOM OF ASSOCIATION—A NEW AND 
FUNDAMENTAL CIVIL RIGHT 


Myron W. Solter* 


I. INTRODUCTION 


With the decision of NAACP v. Alabama,’ there has emerged from 
the due process clause of the fourteenth amendment? a new constitutional 
freedom—the freedom of association. 

The penultimate stage in the evolution of this new freedom was reached 
in 1957, when the United States Supreme Court delivered its decision 
in Sweezy v. New Hampshire During an investigation by the Attorney 
General of New Hampshire, conducted pursuant to a resolution* of the 
state legislature authorizing him to investigate violations of the New 
Hampshire Subversives Act® and to determine whether subversive persons 
were present within the state, Sweezy, a university professor, refused to 
answer questions concerning the Progressive Party and its adherents. He 
again refused to answer the same questions when propounded by a state 
superior court upon the petition of the Attorney General, whereupon 
he was adjudged in contempt. The conviction was upheld by the New 
Hampshire Supreme Court. The United States Supreme Court granted 
certiorari and reversed the conviction. 

Writing for the majority, Mr. Chief Justice Warren held that the 
resolution was too broadly framed and that consequently the Attorney 
General had no legislative authority to ask the questions.’ Justices Fran- 
furter and Harlan, concurring in the result, would have held that the 
questions infringed Sweezy’s constitutionally protected academic and 
political freedoms and that the state had failed to show that the in- 


* Member, The George Washington Law Review; A.B. 1950, The George Washing- 
ton University. 


1 NAACP vy. Alabama ex rel. Patterson, 357 U.S. 449 (1958). 


2U.S. Const. amend. XIV, § 1: “. . . nor shall any State deprive any person 
of life, liberty, or property, without due process of law... .” 


3 354 U.S. 234 (1957). 

4N. H. Laws ch. 307 (1953). 

5.N. H. Rev. Stat. Ann. ch. 588, §§ 1-16 (1955). 

6 Wyman v. Sweezy, 100 N.H. 103, 121 A.2d 783 (1956). 
7 Sweezy v. New Hampshire, supra note 3, at 251-52. 


[ 653 ] 
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fringement was justified in the protection of state interests. Although 
the majority did not reach the question of impairment of constitutional 
freedoms, Chief Justice Warren significantly presaged NAACP v. Ala- 
bama when, in setting forth the necessity for definiteness in legislation 
authorizing investigations into political beliefs and activities, he spoke 


in the following language: 


It is particularly important that the exercise of the power of com- 
pulsory process be carefully circumscribed when the investigative 
process tends to impinge upon such highly sensitive areas as free- 
dom of speech or press, freedom of political association. . . .® 


Equally manifest as a fundamental principle of a democratic 
society is political freedom of the individual. Our form of govern- 
ment is built on the premise that every citizen shall have the right 
to engage in political expression and association. This right was 
enshrined in the First Amendment of the Bill of Rights. Exercise 
of these basic freedoms in America has traditionally been through 
the media of political associations. Any interference with the 
freedom of a party is simultaneously an interference with the free- 
dom of its adherents.!° 


Thus was the stage set while NAACP v. Alabama was evolving. The 
state of Alabama sought, in a state court, to enjoin the National Associa- 
tion for the Advancement of Colored People from further activity within 
Alabama, asserting that it had failed to comply with the Alabama Foreign 
Corporation Registration Act.’ Upon the state’s motion, the court 
ordered the NAACP to produce its membership list as relevant to the 
issue of violation of the act; the NAACP refused to comply on the 
ground that production of the list would infringe its constitutionally 
protected rights, whereupon it was adjudged in contempt. The NAACP’s 
petitions for certiorari to the Alabama Supreme Court were twice 
denied.?” 

The question was thus presented squarely to the United States Supreme 
Court whether there was in fact a right of association protected by the 
fourteenth amendment from impairment by state action, and whether, if 
there were such a right, the state’s interest in ordering the production 
of the membership list was sufficiently compelling to justify the inter- 
ference. 


8 Id. at 265, 267. 

9 Id. at 245. 

10 Jd. at 250. 

11 Ara. Cong, Tit. 10, §§ 192-98 (1940). 

12 Ex parte NAACP, 265 Ala. 349, 91 So.2d 214; 265 Ala. 699, 91 So.2d 221 (1956). 











EDITORIAL NOTES 655 


In a unanimous decision delivered by Mr. Justice Harlan, the Court 
confirmed the implication of Sweezy v. New Hampshire and held ex- 
pressly that freedom to engage in association for the advancement of 
beliefs and ideas is an inseparable aspect of the “liberty” assured by the 
due process clause of the fourteenth amendment, and that it is immaterial 
whether the beliefs sought to be advanced by the association pertain to 
political, economic, religious, or cultural matters.’ It further said that 
compelled disclosure may constitute an effective restraint on the freedom 
of association and that in the instant case there was no overriding state 
interest to justify the disclosure.'* 


II. THe EMERGENCE OF A FULLY ENUNCIATED 
“FREEDOM OF ASSOCIATION” 


Mr. Justice Harlan prefaces the court’s enunciation of the new freedom 
in NAACP v. Alabama with the statement: 


Effective advocacy of both public and private points of view, 
particularly controversial ones, is undeniably enhanced by group 
association, as this Court has more than once recognized by remark- 
ing the close nexus between the freedoms of speech and assembly.’® 


He went on to remark that it is “beyond debate” that freedom to en- 
gage in association for the advancement of beliefs and ideas is an in- 
separable part of fourteenth amendment liberty.*® 


The assertion that it is “beyond debate,” however, was unsupported 
by citation of a single Supreme Court decision establishing freedom of 
association. In 1927, Justice Sanford, speaking for the majority, held that 
a California syndicalism act was not repugnant to the due process clause 
of the fourteenth amendment “as a restraint of the rights of free speech, 
assembly, and association” (emphasis added).‘7 But here it must 
be noted that Justice Brandeis, concurring, limited his exposi- 
tion to free speech and assembly, without mentioning a free- 
dom of association.'* Not for twenty-two years, until 1949, is mention 
again made of a “right of association,” this time by Justice Frankfurter.’ 
The Court next, in American Communications Association v. Douds,® 





13 NAACP v. Alabama, supra note 1, at 460. 

14 Jd. at 465. 

15 Id. at 460. 

16 Tbid. 

17 Whitney v. California, 274 U.S. 357, 371 (1927). 

18 Jd. at 372-80. 

19 AFL v. American Sash Co., 335 U.S. 538, 546 (1949). 
20 339 U.S. 382, 409 (1950). 
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assumed, arguendo, a “freedom of association” but did not explain or 
define it. Following upon Douds came Sweezy v. New Hampshire and 
Watkins v. United States.*4 In the latter, Chief Justice Warren held that 
Congress in the exercise of its investigatory powers may not abridge 
“the First Amendment freedoms of speech, press, religion, or political 
belief and association” (emphasis added). 

It must be concluded that this freedom of association is in truth a 
cognate of the enumerated first amendment freedoms and is essential to 
their untrammeled exercise. The “close nexus” between association and 
these freedoms has indeed been recognized by the Court. The right of 
the people peaceably to assembly for lawful purposes existed long before 
the Constitution, and it has always been one of the attributes of citizen- 
ship under a free government.** “Liberty” includes the right to enjoy 
those privileges long recognized at common law as essential to the orderly 
pursuit of happiness by free men.** The right of peaceable assembly 
is a right inseparable from those of free speech and free press and is 
equally fundamental.”® It is in the American tradition to allow the widest 
room for discussion, the narrowest range for its restriction, particularly 
when this right is exercised in conjunction with peaceable assembly; 
it was not by accident or coincidence that the rights to freedom in speech 
and press were coupled in a single guaranty with the right of the people 
peaceably to assembly and to petition for redress of grievance.”* 

The close connection between the enumerated first amendment free- 
doms and freedom of association has also been recognized in the states. 
Statutes or ordinances prohibiting the organization of labor unions and 
the solicitation of members have been held unconstitutional denials of 
the right of freedom of speech." Included in the rights of assembly and 
petition is the right of exercising them in union with others through 
membership in organizations seeking political or economic change.”® Life, 
liberty, and property include the right to all our liberties, personal, civil, 
and political.2® Liberty of press is also enjoyed by associations of in- 
dividuals, such as labor unions and corporations, and is protected under 
the due process clause.*° 


21 354 U.S. 178 (1957). 

22 Td. at 188. 

23 United States v. Cruikshank, 92 U.S. 542 (1875). 
24 Meyer v. Nebraska, 262 U.S. 390 (1923). 

25 De Jonge v. Oregon, 299 U.S. 253 (1937). 

26 Thomas v. Collins, 323 U.S. 516 (1945). 

27 AFL v. Reilly, 113 Colo. 90, 155 P.2d 145 (1945). 


28 Lawson v. Housing Authority, 270 Wis. 269, 70 N.W.2d 605; cert. denied 350 
U.S. 882 (1955). 


29 In re Flukes, 157 Mo. 125, 57 S.W. 545 (1900). 
30 Bowe v. Secretary of Commonwealth, 320 Mass. 230, 69 N.E.2d 115 (1946). 
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Hence, the first amendment and the due process clause of the four- 
teenth amendment have been enriched by an articulate freedom of associa- 
tion. Fully emerged, it appears as the right to associate with others for 
the advancement of beliefs and ideas whether they. pertain to political, 
economic, religious, or cultural matters. It is part of the enumerated first 
amendment freedoms and is equally fundamental to the concept of 
ordered liberty.* 

The advent of this newly defined freedom necessitates an examination 
of its impact on several areas of the law—regulation of Communism, 
political activity by employees of the federal government, and political 
activity by labor unions. Entailed in this examination is a consideration 
of several problems respecting the essential nature of freedom of associa- 
tion itself: the extent to which it may be justifiably limited by con- 
gressional enactment; whether it is no more than a synonym of free 
speech, press, assembly, and petition, or whether it is fundamentally a 
constitutional innovation, importing a scope of protective coverage be- 
yond that of the enumerated freedoms; and whether the right is the pos- 
session primarily of the association or of the individuals composing the 
association. 


III. ComMMUNISM AND FREEDOM OF ASSOCIATION 


The Smith Act*? makes it unlawful to conspire or attempt to organize 
to teach, advocate, or encourage the overthrow of the Government by 
force or violence.** It is directed to suppressing the advocacy of certain 
beliefs and ideas,** and, by its very nature, against association for the 
advocacy of such beliefs and ideas. These prohibited activities are clearly 
within the protective reach of freedom of association. This freedom, 
rising, as it does, to the preferred position of the first amendment free- 
doms, may accordingly offer a basis for challenging the constitutionality 
of these portions of the Smith Act. 

The ready reply to a challenge so grounded is the limitation on the 
exercise of first amendment freedoms found in the power of Congress 


81 Justice Frankfurter, discussing liberty of political autonomy, states: “The im- 
plications of the U.S. Constitution for national elections and the ‘concept of ordered 
liberty’ implicit in the Due Process Clause of the Fourteenth Amendment as against 
the States . . . were not frozen as of 1789 or 1868, respectively.” Sweezy v. New 
Hampshire, supra, note 3, at 266. 

82 18 U.S.C. § 2385 (1952), as amended, (Supp. IV, 1957). 

8318 U.S.C. § 2385 (1952). The third paragraph provides, “Whoever organizes 
or helps or attempts to organize any society, group, or assembly of persons who teach, 
advocate, or encourage the overthrow or destruction of any such government by force 
or violence; or becomes or is a member of, or affiliates with, any such society, group, 
or assembly of persons, knowing the purposes thereof. . 
oar Dennis v. United States, 341 U.S. 494 (1951), Justice Douglas dissenting at page 
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to protect the Government from forcible overthrow, subject to the clear 
and present danger test.** 


The principal case upholding the constitutionality of the Smith Act is 
Dennis v. United States,3* wherein Chief Justice Vinson, for the majority, 
traced the evolution of the clear and present danger rule, concluding 
that success or probability of success is not the criterion,3" and adopting 
the rule as stated by Chief Judge Learned Hand: “In each case [the 
courts] must ask whether the gravity of the ‘evil,’ discounted by its im- 
probability, justifies such invasion of free speech as is necessary to avoid 
the danger.” ** It has been said that this is not the clear and present 
danger test at all, and that if it is, it is nevertheless a misapplication of it.%® 


Yates v. United States, without actually repudiating the Dennis de- 
cision, does limit it and does restore to the clear and present danger 
doctrine some of its earlier meaning. Writing for the majority, Mr. 
Justice Harlan narrowly construes “organize” and limits it to the time 
of actual organization, thus bringing it within the three-year statute of 
limitations.** More generally, the Court adopts the construction that the 
Smith Act does not prohibit advocacy and teaching of forcible overthrow 
as an abstract principle, divorced from any effort to instigate action to 
that end, even if such advocacy is engaged in with evil intent, and the 
Court distinguishes, in principle, between advocacy of “abstract doctrine” 
and advocacy “directed at promoting unlawful action.” * 

Most probably, freedom of association will not affect the constitution- 
ality of the Smith Act. All the prohibitions of this act have been tested, 
through the Dennis and Yates cases, against the guarantees of free speech, 
assembly, and petition, and have been found to be justified by the 
government’s power to protect itself from overthrow by unconstitutional 
means, within the bounds of the clear and present danger doctrine as 
enunciated by these two decisions. Although freedom of association is 
coordinate with the enumerated first amendment freedoms, it does not 
rise above them,** and appears to be subject to the same limiting 





35 Schenk v. United States, 249 U.S. 47, 52 (1919). 

36 Dennis v. United States, supra note 34. 

37 Jd. at 510. 

38 [bid. 

39 BERNS, FREEDOM, VIRTUE, AND THE First AMENDMENT, Louisiana State Univ. 


Press (1957), 204. Cf. Boudin, “Seditious Doctrines” and the “Clear and Present 
Danger’ Rule, Pt. II, 38 Va. L.. Rev. 315, 356, (1952). 


40 354 U.S. 298, 331 (1957). 
41 Jd. at 310-311. 
42 Td. at 318. 


43 Justice Frankfurter, concurring, in AFL v. American Sash Co., supra note 
19, at 546. “The right of association, like any other right carried to its extreme, 
encounters limiting principles.” 
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principles.** Nonetheless, some of the Smith Act prohibitions do impinge 
upon the area protected by freedom of association, and in future Smith 
Act prosecutions, association may appropriately be included in the array 
of basic freedoms asserted and should serve equally as a restriction on 
the applicability of the Smith Act within the same bounds of clear and 
present danger. 


Another area in which freedom of association may have possible im- 
pact is that defined by the Internal Security Act of 1950. This act, 
directed primarily at curbing the Communist Party, requires that any 
organization found by the Subversive Activities Control Board (SACB) 
to be a “Communist-action organization” “* register annually with the 
Attorney General, and that the registration be accompanied by a list of 
the names and addresses of all individual members of that organization.** 
If the organization fails to register as directed, within 30 days each mem- 
ber is required to register individually;** failure of the individual so to 
register is made a felony.*® Any publication circulated by the organiza- 
tion through the mails or in interstate or foreign commerce must be 
stamped with the words: “Disseminated by —--———, a Communist 
organization;” radio and television broadcasts must be preceded by the 
announcement: “The following program is sponsored by ——-——-, a 
Communist organization.” ®° The act authorizes the SACB, in determin- 
ing whether an organization is a “Communist-action organization,” to 
take into consideration the fact that its members refuse to acknowledge 
membership.*! One clause states that the act shall not be construed to 
infringe upon freedom of press or speech.*? 

Both the constitutionality of the Internal Security Act and its ap- 


44 NAACP v. Alabama, supra note 1, at 463-466. This is evidently the assumption 
underlying Justice Harlan’s finding that the interest of Alabama was not “com- 
pelling” or “overriding.” 

45 64 Stat. 987 (1950), 50 U.S.C. §§ 781-826 (1952). 

46 64 Stat. 989 (1950), 50 U.S.C. § 782(3) (a) and (b) (1952). Defined as follows: 


(a) any organization in the United States (other than a diplomatic repre- 
sentative or mission of a foreign government accredited as such by the Depart- 
ment of State) which (i) is substantially directed, dominated, or controlled 
by the foreign government or foreign organization controlling the world 
Communist movement . .. and (ii) operates primarily to advance the objectives 
of such world Communist movement . . .; and 

(b) any section, branch, faction, or cell of any organization defined in 
subparagraph (a) of this paragraph which has not complied with the registra- 
tion requirements of this subchapter. 


47 64 Stat. 994 (1950), 50 U.S.C. § 786(a), (d) (4) (1952). 
48 64 Stat. 995 (1950), 50 U.S.C. § 787(a), (b) (1952). 

49 64 Stat. 1602 (1950), 50 U.S.C. § 794(a) (2) (1952). 

50 64 Stat. 996 (1950), 50 U.S.C. § 789(1), (2) (1952). 

51 64 Stat. 999 (1950), 50 U.S.C. § 792(e) (7) (1952). 

52 64 Stat. 1605 (1950), 50 U.S.C. § 798 (1952). 
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plicability to the Communist Party have been upheld by the Court of 
Appeals of the District of Columbia® but have not yet been considered 
by the Supreme Court. After lengthy hearings held upon the petition 
of the Attorney General, the SACB issued in 1953 a decision finding the 
Communist Party of the United States to be a Communist action organiza- 
tion within the meaning of the act and ordered it to comply with the 
registration and identification provisions. Pursuant to the judicial review 
provision of the act,5* the Communist Party petitioned the Court of 
Appeals for the District of Columbia to set aside the order, contending, 
among other things, that the registration and identification provisions 
violated the first amendment. 


Judge Prettyman, speaking for the majority of the Court of Appeals,®* 


53 Communist Party of the United States v. Subversive Activities Control Board, 
223 F.2d 531 (D.C. Cir. 1954). The Supreme Court remanded the case to the Board 
to reassess the credibility of two Government witnesses. 351 U.S. 115 (1956). When 
it again came before the Court of Appeals, that court reaffirmed its earlier opinion 
on the constitutional issues and remanded for the production of reports made by one 
of the witnesses to the FBI. 254 F.2d 314 (D.C. Cir. 1958). On February 9, 1959, 
the SACB for the second time reaffirmed its findings. Eventually the constitutionality 
of the act is certain to reach the Supreme Court. 

5464 Stat. 1001 (1950), 50 U.S.C. § 793 (1952). The presence of this provision 
in the act renders unnecessary a detailed analysis of the question of the standing of 
the Party to assert, in a representative capacity, the rights of its members in con- 
nection with this case. With regard to other restrictive legislation, however, a 
potential problem is presented by the Communist Control Act of 1954, 68 Stat. 775 
(1954), 50 U.S.C. § 842 (Supp. IV, 1957), wherein it is stated: 


The Communist Party of the United States .. . [is] not entitled to any 
of the rights, privileges, and immunities attendant upon legal bodies created 
under the jurisdiction of the laws of the United States or any political sub- 
division thereof. . . . 


This would appear to have the effect of outlawing the Communist Party and de- 
priving it of the right to assert freedom of association, as well as the other freedoms, 
against various restrictive enactments. Extreme doubt would attach to any assertion 
that Congress has the power to prevent judicial review of any statute by depriving 
those affected by it of the right to sue (including review of the Communist Control 
Act.) This question, however, is probably not involved here, for the rights, privileges, 
and immunities created by the first amendment are not necessarily those “attendant 
upon legal bodies created under the jurisdiction of the United States of any political 
subdivision thereof’; the standing of an unincorporated association to assert con- 
stitutional freedoms appears to be a judicial creation derivative of the rights possessed 
by its individual members. Joint Anti-Fascist Committee v. McGrath, 341 U.S. 123 
(1951), especially the concurring opinion of Justice Jackson at 186-87; NAACP v. 
Alabama, supra note 1, at 458-59. Accordingly, except in a situation wherein the 
individual rights of a member of the Communist Party could be vindicated only by the 
Party as plaintiff, the disability imposed by the Communist Control Act of 1954 may 
operate to preclude the Party from asserting the right to freedom of association. 
Any such disability on the Party, however, can certainly not be made to extend 
to individual Communists. At least one United States District Court has held that 
the specific findings of Congress in the Communist Control Act, standing alone, 
create no law or presumption of law as regards Smith Act prosecutions. United 
States v. Blumberg, 136 F. Supp. 269 (E.D. Pa. 1955). 

55 Judge Bazelon dissented and would hold that the act violates the fifth amendment 
prohibition that “no person shall be compelled in any criminal case to be a witness 
against himself” on the authority of Blau v. United States, 340 U.S. 159 (1950). Com- 
munist Party v. SACB, supra note 53, at 576. 








eS ORE et ~ 


7 


——— nae 





EDITORIAL NOTES 661 


held that the Government has the power to require identification of the 
activities proscribed by the act,®* and that although there is impinge- 
ment upon the area of first amendment freedoms, nevertheless there is 
a clear and present danger that permits the Government to exercise its 
prohibitive power.** The court saw “no difficulty” in upholding the 
registration requirement and likened it to the registration and identifica- 
tion requirements imposed by the states upon persons participating in 
political activities.°* Similar summary dismissal was accorded the chal- 
lenge directed to the act’s labelling requirement,™ although mail thus 
identified and addressed to members of a communist organization doubt- 


less violates the “privacy . . . indispensable to preservation of freedom 
of association. .. .” © 


56 Jd. at 543. “It seems clear beyond question that, if the conditions described in 
this statute do actually exist, the presently existing Federal Government has power 
to prohibit within its borders activity of the sort described; a fortiori it has power to 
require indentification of such activities and to impose conditions short of proscription.” 

57 Jd. at 544. “The activities of a world Communist movement such as that de- 
scribed in this statute and of organizations in this country devoted to its objectives 
constitute a clear and present danger within the meaning of any definition of the 
point at which freedom of speech gives way to the requirements of government 
security.” 

58 Jd. at 555. The state political identification statutes are distinguishable. The 
duty of registration and disclosure of affiliation is imposed only upon those who 
choose to participate positively in political activities, 4.¢., become a candidate for 
office, participate in conventions, and vote in primaries. There exists thus a privilege 
of election between being active and being identified and remaining passive and re- 
maining unidentified, although still engaging in numerous lesser political activities. 
Moreover, in most cases, failure to register is not made a felony. 

59 Td. at 556. 


60 NAACP v. Alabama, supra note 1, at 462. If the Communist Party is ultimately 
compelled so to label its mail, such mail, when addressed to non-communists or even to 
anti-communists, can produce a result, intended or fortuitous, that is harmful to the 
addressee. It is not difficult to see how public hostility could be thus brought down 
upon innocent persons to their considerable detriment. In this situation, does freedom 
of association import a correlative freedom of “non-association,” that is, a freedom 
from being falsely or mistakenly identified with communist organizations? Such 
would doubtless constitute a private wrong, perhaps remediable against the Party, 
but can it be said to be a public wrong growing out of the requirements of the 
Statutory provision here in question? 

The negative answer may be that the injury to such persons would be too 
remote from the public act. But, again, that the impairment stemmed only indirectly 
from a public act did not preclude the vindication of freedom of association in NAACP 

v. A the Court saying at 463: 


It is not sufficient to answer, as the State does here, that whatever re- 
pressive effect compulsory disclosure of names of petitioner’s members may 
have upon participation by Alabama citizens in petitioner’s activities follows 
not from state action but from private community pressures [emphasis by the 
Court]. The crucial factor is the interplay of governmental and private action, 
for it is only after the initial exertion of state power represented by the pro- 
duction order that private action takes hold. 


The procedural means of testing this question exists in the Administrative Pro- 
cedure Act, 60 Stat. 243 (1946), 5 U.S.C. : 1009(a) (1952) : 


Any person suffering legal wrong because of any agency action, or adversely 
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Significantly, the Communist Party contended, with probable truth, 
that if its members were identified, they would be jeopardized in their 
livelihood and liberty. The court rejected this contention: 


[A] statutory requirement is not valid merely because of results 
which may flow from the unpopularity of the cause affected. . . . 
Unpopular causes are entitled to the privilege of the public arena, 
but they must sustain the severe burdens of that arena. So long 
as they are not denied the privilege, they cannot complain that their 
unpopularity frustrates them or that the observing public visits 
upon them its displeasure. Stoutness is indeed a requisite for those 
who would contest in that arena.*! 


The position thus taken by the Court of Appeals is at variance with 
the view of the Supreme Court, expressed in NAACP v. Alabama, that 
such results of identification work a substantial restraint on the right 
to freedom of association. The Court said: 


We think that the production order [to produce membership 
lists] . . . must be regarded as entailing the likelihood of a sub- 
stantial restraint upon the exercise by petitioner’s members of their 
right to freedom of association. Petitioner has made an uncontro- 
verted showing that on past occasions revelation of the identity 
of its rank-and-file members has exposed these members to economic 
reprisal, loss of employment, threat of physical coercion, and other 
manifestations of public hostility. Under these circumstances, we 
think it apparent that compelled disclosure of petitioner’s Alabama ° 
membership is likely to affect adversely the ability of petitioner 
and its members to pursue their collective effort to foster beliefs 
which they admittedly have the right to advocate, in that it may 
induce members to withdraw from the Association and dissuade 
others from joining it because of fear of exposure of their beliefs 
shown through their associations and of the consequences of this 
exposure.® 


Accordingly, it appears that the Party’s contention respecting the con- 
sequences to its members of public identification merits more weight than 
was given it by the Court of Appeals. 

One effect of the provisions of the Internal Security Act of 1950 
under consideration is to harass and hinder the Communist Party by 


affected or aggrieved by such action within the meaning of any relevant statute, 
shall be entitled to judicial review thereof. 


The A.P.A. is made applicable to the Internal Security Act by § 795 of that act. 
61 Communist Party v. SACB, supra note 53, at 558. 
62 NAACP v. Alabama, supra note 1, at 462-463. 
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directing public hostility against its individual members through publicly 
identifying them with their associations; on the other hand, the spirit 
of NAACP v. Alabama is to foster association for the advocacy of 
beliefs and ideas by protecting individual members from public hostility 
resulting from identification. As suggested by the language of NAACP 
v. Alabama quoted above, the question turns ultimately, not on whether 
reprisals induced by public hostility violate freedom of association, but 
rather on whether the members of an association have a right to advocate 
the beliefs and ideas they espouse. Whether communists have such a 
right depends on the power of Congress to restrain the fundamental 
right of the individual communist to freedom of association in the in- 
terest of safeguarding the government from forcible overthrow and the 
establishment of a totalitarian dictatorship under foreign domination.® 
As has been seen above, Congress does have this power with respect to 
freedom of association, equally as to the enumerated first amendment 
freedoms, if the acts of the communists complained of present a clear 
and present danger that the government will be forcibly overthrown. 
Congress, in its preamble to the act, finds the existence of clear and 
present danger;** the Court of Appeals concludes that clear and present 
danger does exist, largely in the sense of Dennis v. United States. Never- 
theless, it appears likely that this infringement of freedom of association 
will have to meet the strengthened clear and present danger test applied 
to the Smith Act in the Yates case; recalling that infringed here is the 
right, not of the Party, but of its individual members to freedom of as- 
sociation, the Government will have to show that the advocacy of the in- 





63 The test contained in the criminal offense provision, § 783, is “any act which 
would substantially contribute to the establishment within the United States of a 
totalitarian dictatorship . . . the direction and control of which is to be vested in, 
or exercised by or under the domination or control of, any foreign government, 
foreign organization, or foreign individual . . . ,” which language suggests the evil 
the act seeks to strike down. Since in order to establish such a totalitarian dictator- 
ship, by definition (§ 782 (15)) the presently constituted government must be over- 
turned by unconstitutional means, we are in actuality dealing here with the familiar 
forcible and violent overthrow problem. 


64 Internal Security Act, 64 Stat. 987 (1950), 50 U.S.C. § 781(15) (1952). “The 
Communist organization in the United States . . . and the nature and control of the 
world Communist movement itself, present a clear and present danger to the security 
of the United States and to the existence of free American institutions, and make 
it necessary that Congress . . . enact appropriate legislation . . . .” It is to be noted 
that this is an application by Congress of a test evolved by the judiciary for testing 
just such congressional enactments. It raises the problem, a discussion of which 
is without the scope of this note, of the extent to which judicial notice should be 
taken of such legislative findings. In this connection, it is interesting that the Court, 
in NAACP v. Alabama, distinguished Bryant v. Zimmerman, 278 U.S. 63 (1928), 
wherein the State of New York was held entitled to compel the disclosure of the 
membership of a Ku Klux Klan organization, in this language: “The decision was 
based on the particular character of the Klan’s activities, involving acts of unlawful 
intimidation and violence, which the Court assumed was before the state legislature 
uae. it —— the statute, and of which the Court itself took judicial notice.” Supra 
note 1, at 465. 
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dividual communists is not divorced from any effort to instigate action 
directed toward forcible overthrow, even if such advocacy is engaged in 
with evil intent. Accordingly, it is not at all certain that, even should the 
constitutionality of these provisions be upheld, the Supreme Court will 
sustain its application in this case. 


IV. Tue Hatcu Act AND FREEDOM oF ASSOCIATION 
The second sentence of the Hatch Act® reads: 


No officer or employee in the executive branch of the Federal 
Government, or in any agency or department thereof, shall take 
any active part in political management or in political campaigns. 
All such persons shall retain the right to vote as they may choose 
and to express their opinions on all political subjects and candidates. 


Violation of this commandment is punishable by immediate dismissal 
from employment. This near-blanket prohibition on political activity 
collides directly and forcefully with freedom of association as perhaps 
no other enactment does. 

The constitutionality of this act was upheld in 1947 by a narrow and 
much criticized decision—United Public Workers v. Mitchell.®* Mr. 
Justice Reed, for the majority, found that the act did infringe the first 
amendment, as well as the ninth and tenth amendments,® but asserted 
that the “essential rights of the first amendment in some instances are 
subject to the elemental need for order without which the guarantees of 
civil rights to others would be a mockery.” ® The Court viewed the 
problem as one of balancing “the extent of the guarantees of freedom 
against a congressional enactment to protect a democratic society against 
the supposed evil of political partisanship by classified employees of the 
government.” 7° Relying heavily upon several cases not particularly 
in point? and an exposition of the evils that might be inflicted upon 





65 Yates v. United States, supra note 40, at 318. 

6653 Stat..1148 (1939), 54 Stat. 767 (1940) and 56 Stat. 181 (1942), 5 U.S.C. 
§ 118i (1952). 

67 330 U.S. 75 (1947). The decision was four to three. Justices Murphy and 
Jackson did not participate. The majority comprised Chief Justice Vinson and 
Justices Reed, Frankfurter, and Burton. Justices Rutledge, Douglas, and Black 
dissented. Much of the criticism of the case has enlarged upon the arguments of 
Justice Black at 105-115 and of Justice Douglas at 121-126. 

68 U.S. Const. amend. IX. “The enumeration in the Constitution, of — rights, 
shall not be construed to deny or disparage others retained by the peop 

U.S. Const, amend. X. “The powers not delegated to the United § ie by the 
Constitution, ae prohibited by it to the States, are reserved to the States respectively, 
or to the people.” 

69 United Public Workers v. Mitchell, supra note 67, at 95. 

70 Id. at 96. 


TEx parte Curtis, 106 U.S. 371 (1882) held constitutional a statute forbidding 
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the nation should this provision of the act not be applied, the Court 
accepted with perhaps undue homage Congress’ own estimate of its power 
thus to circumscribe fundamental liberties’? and concluded that the 
restriction was not repugnant to the Constitution. 

NAACP v. Alabama raises several problems necessitating a reappraisal 
of this case. Chief among these is the difficulty posed by the Court’s 
determination, in United Public Workers v. Mitchell, with respect to 
the degree of seriousness of the evil sought to be prohibited. In conclud- 
ing that Congress has the power to impose the restriction, it accepted as 
a fact that the suppression of political partisanship in the civil service 
would not be indispensable to the operation of constitutional govern- 
ment."* This appears to mean that this admittedly lesser species of evil, 
presenting little of the compelling and imperative necessity of, say, a 
threat of forcible overthrow, nevertheless justifies an invasion of first 
amendment freedoms. In view of the Court’s omission of any mention 
of clear and present danger,” it is most probable that it considered the 
invasion of fundamental liberties, occasioned by this provision of the 
Hatch Act, to be less serious, or certainly not more serious,” than the 





certain classes of federal employees from giving or receiving money for political 
purposes to or from other federal employees. Even further afield, United States v. 
Wurzbach, 280 U.S. 396 (1930) upheld the constitutionality of a provision prohibit- 
ing members of Congress from receiving contributions for any political purpose 
from other federal employees. 

72 For a criticism of the Court’s acceptance of the congressional purpose, see 15 
Geo. Wash. L. Rev. 443. 

78 United Public Workers v. Mitchell, supra note 67, at 100. “The argument that 
political neutrality is not indispensable to a merit system for federal employees may 
be accepted. But because it is not indispensable does not mean that it is not 
desirable or permissible.” 

74 It may be that, in eschewing clear and present danger, the Court had in mind 
the implication of the words of Mr. Justice Black, writing for the majority, in 
Bridges v. California, 314 U.S. 252 at 262, 63 (1941) : 


[T]he ‘clear and present danger’ language in the Schenk case has afforded 
practical guidance in a great variety of cases in which the scope of constitu- 
tional protection of freedom of expression was in issue. . . . the likelihood, 
however great, that a substantive evil will result cannot alone justify a re- 
striction upon freedom of speech or the press. The evil itself must be ‘sub- 
stantial’ . . . it must be ‘serious’ . . . . and even the expression of ‘legislative 
preferences or beliefs’ cannot transform minor matters of public inconvenience 
or annoyance into substantive evils of sufficient weight to warrant the curtail- 
ment of liberty of expression. . . . What finally emerges from the ‘clear and 
present danger’ cases is a working principle that the substantive evil must 
be extremely serious and the degree of imminence extremely high before 
utterances can be punished.” 


75 “[ The act] leaves untouched full participation by employees in political decisions 
at the ballot box and forbids only the partisan activity of federal personnel deemed 
offensive to efficiency. With that limitation only, employees may make their con- 
tributions to public affairs or protect their own interests, as before the passage 
of the Act” (at 99). But contrast this with Justice Black’s view that “the section 
of the Act here held valid reduces the constitutionally protected liberty of several 
million citizens to less than a shadow of its substance” (at 1115). 
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lesser danger held to justify the invasion. The Court has in effect said 
concededly, that the evil sought to be prevented does not present a grave 
threat, but neither are fundamental liberties seriously abridged by the 
regulatory act. The fundamental liberties before the Court in this case 
were freedom of speech, press, assembly, and petition; these were the 
preserves held not to be seriously trespassed by the Hatch Act. 


Accordingly, there emerges a rather significant question—does freedom 
of association stand as a mere synonym for the enumerated first amend- 
ment freedoms, or does it represent an innovation in our constitutional 
law? Is it an addition to the first amendment and does it import a scope 
of its own, extending its protection to areas and activities not protected 
directly or not hitherto protected at all by the enumerated freedoms? 


Significant to the elucidation of this question is the fact that the briefs 
for petitioner in NAACP v. Alabama grounded its case on both freedom 
of speech and freedom of association. The Court had not before held 
that the precise activity there sought to be protected was within the 
reach of freedom of speech or assembly. When faced with the issue, 
it chose not to further extend free speech, already broadened by numer- 
ous decisions to protect peaceful picketing and certain aspects of labor 
organizing; instead it adopted the freedom of association alternative, 
appearing thus to mark the opening of a new area of fundamental con- 
stitutional protection. 


Perhaps most significant, however, is the manner in which the Court 
interpreted, in NAACP v. Alabama, its holdings in United States v. 
Rumely™ and United States v. Harriss: 


Similar recognition of possible unconstitutional intimidation of 
the free exercise of the right to advocate [i. e., freedom of associa- 
tion] underlay this Court’s narrow construction of the authority of 
a congressional committee investigating lobbying, although in 
neither case was there an effort to suppress speech [emphasis 
added ].78 


There are thus reasonable grounds for concluding that the Court 
intends freedom of association to be additional to the traditional funda- 
mental freedoms and to extend its protection to areas not hitherto 
covered, at least by free speech. Sweezy v. New Hampshire and NAACP 
v. Alabama appear to have staked out a broader area for freedom of as- 
sociation, at least as respects political activity, and however little the 


7 345 U.S. 41 (1953). 
77 347 U.S. 612 (1954). 
78 NAACP v. Alabama, supra note 1, at 461. 
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Hatch Act may have trespassed upon the enumerated freedoms, it seems 
now to represent a major invasion of the new freedom. Among the activi- 
ties prohibited by various determinations of the Civil Service Commis- 
sion, incorporated by reference by § 118 (1) of the act, are: serving 
as an election officer; publicly expressing political views at a party 
caucus or political gathering for or against any candidate or cause 
identified with a party; soliciting votes for a candidate or party; partici- 
pating in a political parade; writing for publication or publishing any 
letter or article, signed or unsigned, in favor or against any political 
party, candidate, or faction; initiating, or canvassing for signatures on, 
community petitions or petitions to Congress.” 

A possibility of distinguishing the applicability of NAACP v. Ala- 
bama to the Hatch Act may be found in the fact that the act is a restraint 
not on an association for the advocacy of beliefs and ideas or on the 
members of such an association, but rather is a restraint on a non-homo- 
geneous group whose component individuals, if they were to be active 
in political management and campaigns, would constitute only partial 
memberships of diverse associations. This argument, however, overlooks 
the fact that freedom of association may be primarily the right of the 
individual, rather than of the association, and that the association may 
assert the right only on behalf of its members.*® Moreover, to grant this 
argument would be a long step toward materializing the horrendous 
specter evoked by Mr. Justice Douglas in his dissent to the Mitchell 
case—that of an eventually socialized United States where the federal 
government would be the employer of large numbers of politically im- 
potent workers.*? 

Accordingly, in any future litigation raising its constitutionality, the 
Hatch Act will face a sterner test than that applied in United Public 
Workers v. Mitchell, for this act appears to represent a much graver 
invasion of freedom of association than of speech and assembly. Certainly 
a politically nonpartisan civil service is a desirable feature of government, 
and Congress has the power to regulate the conditions of federal em- 
ployment to that end. But the balance struck in the Mitchell case, be- 
tween a lesser danger to the nation and a lesser abridgement of liberty, 
is probably no longer valid. Congress may well be constrained to under- 
take legislation more narrowly drawn to accord with the lesser dimen- 
sions of this evil. 


79 United Public Workers v. Mitchell, supra note 67, cited in dissent of Justice 
Black at 107-08. 


80 This question is considered at length in Section V, infra. 
81 United Public Workers vy. Mitchell, supra note 67, at 125-26. 
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V. Poxiricat Activity spy Lasor UNIONS AND FREEDOM OF ASSOCIATION 


The Corrupt Practices Act*? bans labor unions from making any “con- 
tribution or expenditure” in connection with any federal election. The 
violating union is subject to fine and a consenting officer is guilty of a 
misdemeanor. Appraisal of the effect of freedom of association upon the 
constitutionality of this law necessitates an examination of the question 
of in whom the right fundamentally resides. 

The Supreme Court has not yet determined the constitutionality of 
this provision; the two cases that have been before it have resulted in 
no more than a construction of “expenditure.” United States v. CIO* 
presented the question whether an indictment, charging the union with 
having supported a congressional candidate in the union newspaper, 
stated an offense under the act. The Court said: 


If § 313 [§ 610] were construed to prohibit the publication, by 
corporations and unions in the regular course of their affairs, of 
periodicals advising their members, stockholders, or customers of 
danger or disadvantage to their interests from the adoption of 
measures or the election to office of men espousing such measures, 
the gravest doubt would arise in our minds as to its constitutionali- 


ty, 


and held that this type of activity does not come under the ban of the 
statute. 

United States v. Auto Workers® arose on a somewhat broader situation. 
There the United Automobile Workers had sponsored television broad- 
casts designed to influence the electorate at large in connection with an 
impending congressional election, thus extending its political advocacy 
beyond the confines of its membership. The Court held this activity 
to be within the prohibition. In both cases the Court “took the smooth 
handle for the sake of repose,” ** declining decision of the constitutional 
issues for the reason that dismissals of the indictments in the trial courts 
had foreclosed proper refinement of the facts and issues. 

The purpose of the act is to prevent large aggregations of wealth from 
exerting undue and disproportionate influence on the electoral process. 
Moreover, as Mr. Justice Frankfurter stated it, its purpose is not only 





8218 U.S.C. $ 610 (1952). Political activity by corporations is also prohibited by 
this enactment. 

83 United States v. CIO, 335 U.S. 106 (1948). 

84 Jd. at 121. 

85 352 U.S. 567 (1957). 


86 Jd., at 591. The Court’s alluding thus to its own declining of the constitutional 
issues refers to a letter by Mr. Justice Catron to President Buchanan in connection 
with the Dred Scott case, which is set out in a footnote at 591. 
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“to prevent the subversion of the integrity of the electoral process. Its 
underlying philosophy is to sustain the active, alert responsibility of the 
individual citizen in a democracy for the wise conduct of government.” ** 
On the other hand, the act abridges most if not all of the first amendment 
freedoms, as was pointed out in both dissents, and particularly freedom 
of association. Justice Douglas stated it thus: 


The principle at stake is not peculiar to unions. It is applicable 
as well to associations of manufacturers, retail and wholesale trade 
groups, consumers’ leagues, farmers’ unions, religious groups, and 
every other association representing a segment of American life and 
taking an active part in our political campaigns and discussions.** 


The specific and grevious impairment of freedom of association in- 
herent in this prohibition appears to afford an even stronger ground for 
assailing the act’s constitutionality than do the enumerated freedoms, for 
the ban on political activity by labor unions negates the very rationale 
of freedom of association. 


There has been a manifest tendency to regard labor unions as “separate 
functioning institutions,” with a resultant theory that treats the union’s 
rights of free speech, press, and assembly as distinct and severable from 
those of its component members. The most succinct judicial statement 
of this doctrine is contained in AF of L v. Mann, wherein was upheld 
the constitutionality of a Texas statute, similar to 18 USC § 610, pro- 
hibiting “contributions” by labor unions in connection with elections: 


Being regulatory, rather than prohibitory in nature, the test to 
be applied to the Act in determining its validity is that of its 
reasonableness, and not the ‘clear and present danger doctrine’ 
applicable to prohibitions or restraints upon the exercise by im- 
dividuals [emphasis by the court] of freedom of speech, of the 
press, and of religion. . . . It is now well settled that as to labor 
unions, though voluntary unincorporated associations, regulations 
[sic] of unions as such is severable from and does not constitute a 
regulation of the individuals composing the union. As ‘separate 
functioning institutions’ they have been granted many substantive 
rights applicable to them as such, separate and distinct from the 
individuals composing the membership, and also imposing upon 
them as unions regulations and responsibilities, not applicable to 
individuals.®® 


87 United States v. Auto Workers, supra note 85, at 575. 
88 Jd. Douglas dissenting at 593. 
89 188 S.W.2d 276,282 (Tex. Civ. App. 1945). 
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The Massachusetts Supreme Court, in Bowe v. Commonwealth,” struck 
from an initiative ballot as inconsistent with the Massachusetts Declara- 
tion of Rights a proposed law that would have proscribed all political 
activity by labor unions; although declaring the proposed law uncon- 
stitutional, the court’s treatment of the question of whose rights were 
affected followed this same doctrine. The court said: 


The liberty of the press is enjoyed, not only by individuals, but 
also by associations of individuals such as labor unions. . . . 


Deprived of the right to pay any sum of money for [political 
activities], a union could not carry on any substantial and effective 
political activity. It could not get its message to the electorate. 
Its rights of freedom of the press and of peaceable assembly would 
be crippled.* 


In the only federal case upholding the constitutionality of 18 U.S.C. 
§ 610, United States v. Painters Local Union No. 481,92 the District 
Court said: 


These reflections suggest that an aggregation may be subjected 
to more stringent regulation in the exercise of its freedoms than 
an individual.®% 


Accordingly, the defense of the constitutionality of this provision of 
the Corrupt Practices Act proceeds from Congress’ power to regulate 
the circumstances of federal elections, and on the theory that if the act 
abridges the rights of freedom of speech, press, and assembly, it is the 
less preferred rights of the union as a “separate functioning institution” 
that are affected, and not those of the individual members, whose rights 
continue to enjoy their preferred position. Can this defense prevail 
against a charge of abridgement of freedom of association? 





90 Bowe v. Commonwealth, supra note 30. 
91 Jd. at 130-31. On the subordinate question of whether such a prohibition does 
in fact invade fundamental freedoms, the Massachusetts court said at 130: 


One of the chief reasons for freedom of the press is to insure freedom, on 
the part of individuals and associations of individuals at least, of political 
discussion of men and measures, in order that the electorate at the polls may 
express the genuine and informed will of the people. . . . Individuals seldom 
impress their views upon the electorate without organization. They have a 
right to organize into parties, and even into what are called ‘pressure groups,’ 
for the purpose of advancing causes in which they believe. They have a right 
to engage in printing and circulating their views, and in advocating their cause 
in public assemblies and over the radio. All this costs money, and if all use 
of money were to be denied them the result would be to abridge even to the 
vanishing point any effective freedom of speech, liberty of the press, and the 
right of peaceable assembly. 


92 United States v. Painters Local Union No. 481, 79 F. Supp. 516 (D.C. Conn.), 
rev'd on other grounds 172 F.2d 854 (2d Cir. 1949). 
93 Td. at 523. 
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Freedom of association, by its essential nature, is the possession primari- 
ly of the individual rather than of the association. This view threads 
throughout NAACP v. Alabama, as is evidenced by the Court’s state- 
ments that the right is “freedom to engage in association for the ad- 
vancement of beliefs and ideas,” that it is the “right of petitioner’s 
members to associate freely,” ®* and that the restraint was upon “the 
exercise by petitioner’s members of their right to freedom of associa- 
tion” * and upon “the free exercise by petitioner’s members of their con- 
stitutionally protected right of association.” *? Emphasis thus is placed on 
the rights of the members, and not upon the rights of the association. This 
being so, serious doubt therefore arises as to the validity of the “separate 
functioning institution” doctrine as a defense to a challenge grounded 
on freedom of association. 

The rationale of freedom of association is plainly that individuals of 
like persuasion may associate to accomplish in concert what they may 
be too weak to accomplish acting alone. Such has been historically the 
raison d etre of the labor unions. The right of association being not the 
right to advocate beliefs and ideas, which is free speech, but the right 
to associate for such advocacy, any interference with the exercise by 
the association of the privileges attendant upon freedom of association, 
i.e., advocacy of beliefs and ideas, must destroy the very right itself at its 
source—the individual. This is the significance of NAACP v. Alabama. 

Accordingly, whatever the validity of the “separate functioning in- 
stitution” doctrine as regards freedom of speech, press, and assembly as 
applied to labor unions, that validity is reduced to extremely doubtful 
proportions when confronted with the fundamental nature of freedom 
of association.** It must be concluded that the prohibition on “expendi- 


94 NAACP vy. Alabama, supra note 1, at 460. 
95 Jd. at 461. 
96 Td. at 462. 
97 Jd. at 463. 


98 Union democracy and minority rights arise, however, as necessary collateral 
problems in connection with this consequence of freedom of association. The power, 
wealth, and influence upon the community attained by the labor unions, which con- 
siderations led to the inclusion of the unions in the Corrupt Practices Act, require 
assurance that the exercise by the unions of their members’ right to freedom of associa- 
tion will not be diverted from the legitimate ends of that freedom and subverted in 
the hands of self-perpetuating autocracies on union “bosses.” This consideration, too, 
has been marshalled in defense of the constitutionality of the ban on “expenditures” ; 
but though substantial as a threat, it would nevertheless appear to lack the sub- 
stance necessary to stifle the exercise of freedom of association. Minority rights 
may be protected in ways other than through 18 U.S.C. $ 610, for “this way of doing 
it is, indeed, burning down the house to roast the pig.” (Dissent by Justice Douglas, 
United States v. Auto Workers, supra note 85, at 596). Moreover, the fact that union 
democracy is amenable to rule of law dissolves any substance the autocratic union 
management argument may have as a defense, Currently in progress is various 
legislation narrowly drawn to meet this specific evil, including the Kennedy-Ervin 
Bill, S. 1555, 86th Cong., Ist Sess. (1959). Space does not permit analysis of the 
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tures” of 18 USC § 610, as construed by the Supreme Court and applied 
to labor unions in United States v. Auto Workers, is subject to grave 
constitutional doubt as an unjustified abridgement of union members’ 
right to freedom of association. 


VI. CoNCLUSION 


There emerge from the foregoing analysis several conclusions respect- 
ing the essential nature of freedom of association, which, it is submitted, 
merits recognition as a new civil liberty with probable significant im- 
pact on regulatory restrictions directed to controlling the exercise of 
other fundamental liberties through the medium of association.* 

Not all rights protected from impairment by state action by the due 
process clause of the fourteenth amendment rise to the preferred position 
of the first amendment freedoms. A reading of NAACP v. Alabama in 
conjunction with Sweezy v. New Hampshire, however, affords more than 
adequate support for the conclusion that the new freedom of association 
is a cognate of these first amendment freedoms and enjoys coordinately 
their preferred status. In consequence, it may be asserted not only against 
restrictive actions by the states, but equally against federal abridgement. 

As described and applied in NAACP v. Alabama, this freedom may be 
said to be an innovation in our constitutional law. It imports a pro- 
tective scope of its own not coincidental with that of the other first 
amendment freedoms, and it displays a malleability well suited to the 
tradition of enlarging constitutional concepts to meet the increasingly 
complex needs of American society. 


Finally, it is more than apparent from the circumstances of its emer- 
gence that freedom of association, though exercised by associations of 
individuals acting in concert, is nevertheless primarily the right of the 
individual, a fact of considerable constitutional significance to the regula- 
tion of associations. 


legislative measures under consideration; these are reviewed, however, in Cox, The 
Role of Law in Preserving Union Democracy, 72 Harv. L. Rev. 609. 


99 As this note went to print, the Supreme Court announced two decisions further 
defining the scope of freedom of association. 

In Uphaus v. Wyman, 27 U.S.L. Weex 4394 (U.S. June 8, 1959), the Court, treat- 
ing the same resolution of the New Hampshire legislature involved in Sweezy v. New 
Hampshire, held that “the governmental interest in self-preservation is sufficiently com- 
pelling to subordinate the interest in associational privacy of persons who, at least to 
the extent of the guest registration statute, made public at the inception of the associa- 
tion they now wish to keep private” (at 4396). Query: was this gathering at a 
summer camp an association or an assembly? If it was an assembly, is there a right 
to privacy in assembly, as there is in association ? 

In Barenblatt v. United States, 27 U.S.L. Weex 4366 (U.S. June 9, 1959), the 
Court held that “associational relationships” may be disclosed by a congressional in- 
vestigation, if the inquiry is related to a valid legislative purpose, thus bringing free- 
dom of association within the rule of Watkins v. United States. 
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IMPLIED WARRANTIES AGAINST INFRINGEMENT IN 
THE SALE OF GOODS—PATENTS ISSUING PRIOR TO 
SALE—PATENTS ISSUING SUBSEQUENT TO SALE 


J. Robert Cassidy* and Jack Posin** 


I. INTRODUCTION 


In a sales transaction the vendee’s enjoyment of the goods purchased 
may be interfered with by a claim of infringement of a patent owned 
by a third party.* This claim of infringement may arise with respect to 
a patent issued either prior to or subsequent to the time of the sale. 

In the recent past it has taken applicants an average of 3 years and 5 
months from the date of application to secure a patent from the Patent 
Office.* In addition to this time lag from application date to issue date, 
the Patent Act of 1952* allows manufacture and sale of an article for a 
one year period prior to filing an application without constituting a statu- 
tory bar to the issuance of a patent* so long as the date of the patentee’s 
invention precedes the first date of manufacture and sale by another.® 


The parties to a normal sales contract for an article may be faced with 
the danger that a patent issuing subsequent to the time of the sale 
may be infringed by the article that was sold. Since the sale may occur 
at any time during the average interim period of about four years and five 
months between invention and issuance of the patent, the danger is sub- 
stantial. In the event such a patent does issue and a claim of infringement 
is made, a real problem is raised as to whether the buyer may have 
recourse against the seller on the theory of a breach of an implied war- 
ranty by the seller against infringement. 


* Member, The George Washington Law Review; B.S.I.E. 1953, Pennsylvania Mili- 
tary College. 

** Member, The George Washington Law Review; B.Mar.Eng. 1951, New York 
State Maritime College. 

1 35 U.S.C. § 271(a) (1952), provides : 


Except as otherwise provided in this title, whoever without authority makes, 
uses or sells any patented invention, within the United States during the term 
of the patent therefor, infringes the patent. 


2 S.Rep.No. 1464, 84th Cong., 2d Sess. 6 (1957). See also, Hearings Before The 
Subcommittee on Patents, Trademarks, and Copyrights of The Senate Committee on 
The Judiciary, 84th Cong., Ist Sess. 162, 163, 195 (1955). According to the Honorable 
Robert C. Watson, Commissioner of Patents, the backlog comprised 222,567 applica- 
tions as of October 1, 1955. Eighty thousand applications were being filed per year, 
and the backlog was increasing. See Whitmore, What’s Got Into The Office Lately? 
29 J. Par. Orr. Soc’y. 869 (1947). 

835 U.S.C. §$ 1-293 (1952), (hereinafter referred to as the Patent Code). 


435 U.S.C. § 102 (b) (1952). 
5 35 U.S.C. § 102 (a) (1952). 
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In recent years, the probability of a suit by a vendee against his vendor, 
based on the latter’s implied warranty against infringement of a subse- 
quently issued patent, has been increasing. 

The primary factors giving rise to the increasing probability of suits 
of this kind are threefold. First, patent owners are always searching for 
new and improved ways of utilizing their patents to increase their eco- 
nomic positions. Second, many large middleman organizations have been 
developing that buy and store, for resale, large inventories of goods that 
may be covered by the claims of patents. Should a middleman purchase 
goods from a manufacturer prior to the issuance of a patent and then, 
after its issuance, be enjoined from reselling the goods by the patentee, 
the middleman, in order to lighten his losses, may seek to recover from 
his vendor for breach of an implied warranty against infringement. Fi- 
nally, since pending applications are preserved in confidence by the 
Patent Office until the patent issues,* neither the manufacturer nor the 
middleman would normally be aware that an application of a third party 
was pending before the Patent Office at the time of sale. 


The foregoing assumes that neither the vendor nor the vendee has 
knowledge of the pendency of a third party’s patent application. A 
related problem arises when the third party applicant also manufactures 
goods covered by the patent application and offers them for sale with a 
notice thereon that a patent is pending. In this case both the vendor and 
vendee might be found to have actual knowledge of the pendency of the 
application and this factor must then be considered in a treatment of 
the problem. 


Problems of implied warranties against infringement, both with respect 
to prior and subsequently issued patents, may, of course, usually be pre- 
vented from arising by the inclusion of either an express warranty or 
an express exclusion of such a warranty in the sales contract. Where the 
manufacturer is aware of an outstanding patent that he believes to be 
invalid, or where he feels that a patent may issue after the sale, he may 
be reluctant to assume the costs and risks of litigation, and therefore 
reluctant to make such a warranty. Similarly, the buyer may be reluctant 
to expressly accept liability for the same reasons as the manufacturer.” 

In view of this reluctance on the part of both the manufacturers and 
the buyers to expressly undertake the risks of liability for infringement 
of patents in the sale of goods, this note will deal with the liabilities of 
the parties as affected by the Patent Code and general sales law relating 
to implied warranties. The Canadian patent laws will be compared to 





6 35 U.S.C. § 122 (1952). 

7 This article cannot begin to deal with the many problems that may arise with 
express warranties. For an excellent treatment on the preparation of patent indem- 
nity clauses, see Patent Protection Clauses, 20 Texas B.J. 19 (1957). 
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the United States Patent Code, and English sales law will be compared 
with the sales law of the United States. 


A separate section will be devoted to a discussion of the Uniform 
Commercial Code and its effect on the problem of implied warranties 
against infringement. This is felt to be necessary in view of the paucity 
of cases relating to implied warranties against infringement of subse- 
quently issued patents and in view of the fact that the Uniform Commer- 
cial Code includes a section that appears to be pertinent to this problem. 
Since the Uniform Commercial Code is relatively new and is presently 
under consideration for adoption in many states, a treatment of its pro- 
visions in this note is thought to be appropriate. 


Il. THe Unirep States AND CANADIAN Patent Laws 


Since questions of implied warranties arise only after a claim of in- 
fringement is made pursuant to the patent law, it is necessary to examine 
that law to determine whether it covers this situation. In addition, since 
Canada’s patent law does, to some extent, deal with the problem, its 
provisions will be briefly examined as an example of possible legislative 
solution to problems of this type. 


A. United States Patent Laws 


A review of the various past patent statutes that have been in force 
from time to time reveals that the Patent Act of 1839® contained a pro- 
vision which excluded from the rights granted to a patentee by a patent, 
any articles made or purchased by a third party prior to the patentee’s 
application for a patent. This provision allowed a manufacturer or 
vendor who had acquired the article prior to the application by the 
inventor for a patent to have the full right of sale or use of the article, 
provided no fraud was practiced on the inventor.® In effect, if the 
article was made or sold during the then two-year privileged period prior 
to the patentee filing his application, the law allowed the owner of the 


8 Patent Act of 1839, ch. 88, 5 Stat. 353. 
® Patent Act of 1839, ch. 88 § 7, 5 Stat. 353, provides: 


[E]very person or corporation who has, or shall have, purchased or constructed 
any newly invented machine, manufacturer, or composition of matter, prior to the 
application by the inventor or discoverer for a patent, shall be held to possess 
the right to use, and vend to others to be used, the specific machine, manufacture, 
or composition of matter so made or purchased, without liability therefor to the 
inventor, or any other person interested in such invention; and no patent shall 
be held to be invalid, by reason of such purchase, sale, or use prior to the appli- 
cation for a patent as aforesaid, except on proof of abandonment of such inven- 
tion to the public; or that such purchase, sale, or prior use has been for more 
than two years prior to such application for a patent. 


10 Kendall v. Winsor, 62 U.S. (21 How.) 322 (1859). 
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article to enjoy a continued use of the article after the patent issued. 
Of course, if the article was made, used or sold more than two years 
before the filing date of the application, a public use or sale bar would 
be raised to the patent, thereby invalidating it even if it was inadvertently 
issued.1? 

The Patent Act of 1839 was repealed’* and replaced by the Consoli- 
dated Patent Act of 1870.14 This act included a provision somewhat 
similar to that of the 1839 act; however, it provided that the owner of 
an article made or sold during a two year period prior to the patentee 
filing his application could enjoy the continued use of the article after 
the patent issued only if the article was purchased from the inventor 
or with his knowledge and consent.* This provision was embodied in 
substantially the same form by the Revised Statutes of 1874.1* The effect 
of this provision was to confer an implied license to purchasers from 
the inventor’? on articles that were made or bought with the consent 
of the inventor prior to his application for a patent.1® 

The interpretation of the Revised Statutes of 1874 with respect to a 
patentee’s rights against a vendee who had purchased goods from a third 
party after the patentee had filed his application but before his patent 
had issued was presented in Columbia & N.R.R. Co. v. Chandler. In 
this case the defendant purchased logging trucks from a third party prior 
to the issuance of plaintiff's patent application and was using the trucks 
subsequent to issuance of the patent. The court held that no infringe- 
ment of the patent occurred prior to the issuance of the patent; however, 
the court found that the later use did constitute infringement of the patent, 


11 See Troy Iron and Nail Factory v. Odiorne, 58 U.S. (17 How.) 72 (1854). 
12 Coffin v. Ogden, 85 U.S. (18 Wall.) 120 (1874). 

18 Consolidated Patent Act of 1870, ch. 230, § 111, 16 Stat. 216. 

14 Consolidated Patent Act of 1870, ch. 230, 16 Stat. 198. 

15 Consolidated Patent Act of 1870, ch. 230, § 37, 16 Stat. 203 provides : 


{[E]very person who may have purchased of the inventor, or with his knowl- 
edge and consent may have constructed any newly invented or discovered ma- 
chine, or other patentable article, prior to the application by the inventor or 
discoverer for a patent, or sold or used one so constructed, shall have the right 
to use, and vend to others to be used, the specific thing so made or purchased, 
without liability therefor. 


16 Rey. Stat. § 4899 (1874), which provides : 


Every person who purchases of the inventor or discoverer, or with his knowl- 
edge and consent constructs any newly invented or discovered machine, or other 
patentable article, prior to the application by the inventor or discoverer for a 
patent, or who sells or uses one so constructed, shall have the right to use, and 
vend others to be used, the specific thing so made or purchased, without liability 
therefor. 


17 Wade v. Metcalf, 129 U.S. 202 (1889). 
18 See Columbia & N.R.R. Co. v. Chandler, 241 Fed. 261 (9th Cir. 1917). 


19 Td. 
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even though the trucks were innocently purchased, since the trucks had 
not been constructed prior to the application for the patent and the con- 
struction was without the inventor’s consent. 

The Patent Act of 19529 is silent on the rights of a party purchasing 
goods prior to the inventor either filing an application or obtaining a 
patent grant. Section 271(a) is expressly limited to “whoever without 
authority makes, uses, or sells any patented invention. . . .” But section 
271(a) clearly makes the buyer of an article made prior to the issuance 
of a patent subject to being later enjoined in the use of the article pur- 
chased. Therefore, it is at once apparent that the problem of whether 
such an infringing vendee has any recourse against his vendor on a theory 
of breach of an implied warranty against infringement is not covered 
by the existing patent statute. This being so, the question does not arise 
under the laws of the United States and is therefore a matter to be solved 
by the commercial laws of the various states wherein the transactions 
occur or problems arise. Since a large number of jurisdictions may treat 
the problem independently, there is a strong probability that differing 
conclusions may be reached. 


B. Canadian Patent Laws 


In contrast to the probable lack of uniformity of viewpoint in the 
courts in the United States with respect to this problem, the Canadian 
patent statute”! assures ultimate uniformity by an express provision rela- 
tive to the problem of manufacture and sale prior to the issuance of a 
patent.2 This provision states, in essence, that any person who has made 
or purchased any invention prior to the issuance of a patent may use or 
sell the specific articles without being liable to the patentee for so doing.** 
The effect of this provision is to render the vendee not liable to either an 
injunction or a suit for infringement in the continued use of the specific 
goods that were purchased prior to the issuance of the patent. In view of 
the fact that the vendee is not himself liable to the patentee, no prob- 


20 35 U.S.C. §§ 1-293 (1952). 

21 Can. Rev. Stat. 203 (1952). 

22 Can. Rev. Start. 203, § 58 (1952). 

23 Can. Rev. STAt., supra note 22 provides: 


Every person who, before the issuing of a patent has purchased, constructed 
or acquired any invention for which a patent is afterwards obtained under this 
Act, has the right of using and vending to others the specific article, machine, 
manufacture or composition of matter patented and so purchased, constructed 
or acquired before the issue of the patent therefor, without being liable to the 
patentee or his legal representatives for so doing; but the patent shall not, as 
regards other persons, be held invalid by reason of such purchase, construction 
or acquisition or use of the invention by the person first mentioned, or by those 
to whom he has sold it, unless it was purchased, constructed, acquired or used 
for a longer period than two years before the application for a patent therefor, 
in consequence whereof the invention became public and available to use. 
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lems arise relating to breach of warranty between the vendee and his 
vendor. 


In a leading Canadian case interpreting a similar statutory provision 
of earlier date,* Victor Sporting Goods Co. v. H. A. Wilson Co., the 
defendant purchased a punching bag from the plaintiff, the punching 
bag having a notice thereon that a patent had been applied for. Prior 
to the issuance of the patent the defendant made and advertised for sale 
a large number of similar bags despite the protests of the plaintiff. The 
sales of the previously made punching bags were continued after the 
issuance of the patent and plaintiff sought to enjoin the sales and recover 
for patent infringement. The court in holding that, under the statute 
then in force, the defendant was entitled to sell the remaining punching 
bags which had been made prior to the issuance of the patent, presented 
an interesting comparison between the U.S. Patent Act of 1839 and the 
Canadian patent statute.2* The court pointed out that while the U. S. 
statute only provided the manufacturer with a right to subsequently sell 
articles made prior to the inventor’s application for a patent, the Canadian 
act, which had been drafted using the American statute as a guide, spe- 
cifically allowed the manufacturer to subsequently sell all articles that 
were made prior to the issuance of the patent. 

Analysis of the Canadian statute, particularly as interpreted in the Victor 
Sporting Goods case, indicates that little consideration is given to the 
question of whether or not the vendor has knowledge of the pendency 
of a patent application. The court in that case indicated that so long as 
the vendor had not fraudulently obtained the patentee’s invention, the 
practice of copying goods on the open market would not be inter- 
fered with. 

The basic provision of the Canadian statute would seem to be a desir- 
able one since it would obviate the possibility of having a wide diver- 
gence of views in the state courts; however, in interpreting such a 
statute it is felt that the distinction should be drawn on the basis of 
knowledge rather than fraud. Alternatively, a requirement that the vendor 
not have knowledge of the pendency of an application could be written 
into such a statute in order to discourage practices wherein the vendor 
deliberately copies goods covered by the patentee’s pending application, 
thereby usurping the fruits of the patentee’s invention at no risk to him- 
self. 

In the light of this comparison of the United States and Canadian patent 





24 Can. Rev. Start. 61, § 46 (1886). 

257 Ont. L. R. 570 (1904). 

26 For a discussion of the present statutory provision and citations to leading Cana- 
dian = interpreting this provision see Fox, Dicest or CANADIAN Patent Law 125- 
26 (1957). 
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statutes it would therefore seem advisable that the United States patent 
laws be amended by enactment of a provision similar in substance to the 
Canadian statute" but modified with respect to knowledge. 

However, since present United States patent law does not cover im- 
plied warranties, cases which now arise must be decided in accordance 
with general commercial law. 


III. Sates Law ConsmpeRATIONS RELATING TO WARRANTIES 


In cases where a vendee’s use of purchased goods has been enjoined’ 


by a patentee and he refuses to pay the purchase price to the vendor, 
upon the vendor’s subsequent suit and the vendee’s defense of a breach of 


warranty, the courts have treated the cases as involving the laws of im-’ 


plied warranty of title.** This theory also has been used by the court 
where an action was brought by the vendee to recover the purchase price 
paid to the vendor when, subsequent to the sale, he has been sued for 
infringement by a patentee.”® In view of the fact that theories based on 
implied warranties of title are employed by the courts in these cases, it is 
necessary to examine the common law relating to implied warranties of 
title. Futhermore, in order to delineate the problems in this area, it is 
necessary to study both the effect of the Uniform Sales Act provisions 
relating to implied warranties of title and the case law involving sales 
wherein infringement subsequently arises. 


A. In General 


Generally, it is stated that “implied warranties are created by operation 
of the law and they do not arise from any agreement in fact of the parties, 
but they will not be created contrary to the manifest intention of the 
parties.” ° At early common law the courts would not imply a war- 
ranty of title in a sale owing to the rigid application of the maxim caveat 
emptor.*! However, the courts of England and America later adopted 
the rule that the seller of goods impliedly warrants that the article sold 
is his own and that he will indemnify the buyer for the loss if the title 
is in another person.*? 

A warranty of title usually refers only to the condition of the title 
at the time of the sale and does not cover defects in the buyer’s title which 


27 Can. Rev. Stat., supra note 23. 


28 See, ¢e.g., Carman v. Trude, 25 How. Pr. 440 (N.Y. Sup. Ct. 1863); General 
Chemical Co. v. Stanford Wholesale Phosphate and Acid Works, Inc., 101 F.2d 178, 
40 U.S.P.Q. 258 (4th Cir. 1939). 


29 National Metal Edge Box Co. v. Gotham, 125 App. Div. 101, 109 N.Y. Supp. 450 
(1908) 


3077 C.J.S.§ 314, at 1155. 
31 See Edwards v. Beard, 100 So. 101 (Ala. 1924). 
32 Ibid. 
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may occur subsequent to the sale if the germ of the defect did not exist 
at the time that the transaction took place.** The warranty also applies 
only as against a superior title** and will not be considered to be breached 
merely because the buyer’s title has been questioned.*® In the absence 
of a statutory provision to the contrary, the courts usually require that 
there be an actual or constructive eviction of the buyer before an action 
for breach of warranty may be maintained.** 

The Uniform Sales Act incorporates, in section 13,87 all of the fore- 
going common law rules relating to implied warranties. The Sales Act 
has been said to be “but declaratory of the common law” on the subject 
of implied warranties of title.** The Commissioners’ note to section 13 
of the act indicates that there has been a split of authority regarding the 
application of an implied warranty of title when the seller is out of 
possession, but he states that “the weight of recent authority is against 
this distinction.” *® Under the Uniform Sales Act, which was in force 
in thirty-seven jurisdictions as of the end of 1957,*° the cases hold that 
there is an implied warranty: 1) that the seller owns the goods which 
he offers for sale and has the right to sell them; 2) that the buyer shall 
enjoy quiet possession of the goods; and 3) that they will be free from 


33 See Meyers v. Smith, 27 Md. 91, 109-10 (Ct. App. 1867). 

34 Atkins v. Hosley, 3 Thomps. & C. 322 (N.Y. Sup. Ct. 1874). 
35 Jones v. Hood, 46 S.W. 71 (Tex. Civ. App. 1898). 

36 See Close v. Crossland, 47 Minn. 500, 50 N.W. 694 (1891). 
87] U.L.A. § 13 provides: 


In a contract to sell or a sale, unless a contrary intention appears, there is— 

(1) An implied warranty on the part of the seller that in case of a sale he has 

a right to sell the goods, and that in case of a contract to sell he will have a 
right to sell the goods at the time when the property is to pass; 

(2) An implied warranty that the buyer shall have and enjoy quiet pos- 

session of the goods as against any lawful claims existing at the time of the 


sale; 

(3) An implied warranty that the goods shall be free at the time of the sale 
from any charge or encumbrance in favor of any third person, not declared or 
known to the buyer before or at the time when the contract or sale is made. 

(4) This section shall not, however, be held to render liable a sheriff, 
auctioneer, mortgagee, or other person professing to sell by virtue of authority 
in fact or law, goods in which a third person has a legal or equitable interest. 


38 Rundle v. Capitol Chevrolet, Inc., 23 Tenn. App. 151, 156, 129 S.W.2d 217, 220 
(1939). 

39 Commissioners’ Note, 1 U.L.A.§ 13. 

401 U.L.A. 6 (Supp. 1958) lists the following jurisdictions as having adopted the 
Uniform Sales Act: 


Alabama, Alaska, Arizona, Arkansas, California, Colorado, Connecticut, Dela- 
ware, District of Columbia, Hawaii, Idaho, Illinois, Indiana, Iowa, Kentucky, 
Maine, Maryland, Massachusetts, Michigan, Minnesota, Nebraska, Nevada, New 
Hampshire, New Jersey, New York, North Dakota, Ohio, Oregon, Panama 
Canal Zone, Rhode Island, South Dakota, Tennessee, Utah, Vermont, Wash- 
ington, Wisconsin and Wyoming. 
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any charge or claim of third persons.‘ These implied warranties are 
held to apply only to defects existing at the time when the sale is made.* 

With these general principles of the common law of sales in mind, 
consideration will be given to implied warranties against infringement 
of prior issued patents, and to the case law illustrating the position taken 
by the courts where patent infringement defects exist at the time of sale. 


B. Implied Warranties Against Infringement—Prior Issued Patents 


The first major problem regarding implied warranties and patent in- 
fringement may be set forth by a question. Does a manufacturer or 
dealer who sells personal property impliedly warrant that the property 
sold does not infringe patents issued prior to the sale, thereby creating 
a right of action in the purchaser at the time of the sale?#* The answer 
to this question depends upon the type of property sold since the courts 
seemingly have made distinctions between the sale of goods, the sale 
of patents and patent rights,*® and the sale of businesses.*® 


1. Sale of Goods 


In view of the fact that at one time English law differed substantially 
from that generally followed in the United States, some English cases 
will be examined before turning to the American law. 

The earliest reported English case relating to the question of an implied 


41 Kean v. Bachelor, 4 Ohio App. 350 (1915). 
42 Walin v. Young, 181 Ore. 185, 180 P.2d 535 (1947). 


43 For an excellent earlier treatment of this question, attention is directed to: Robert- 
son, Implied Warranties of Non-Infringement, 44 Micu. L.Rev. 933 (1946). 


44 The following cases deal with the sale of goods wherein the buyer’s use of the 
goods infringes a third party’s patent; General Chemical Co. v. Standard Wholesale 
Phosphate & Acid Works, Inc., 101 F.2d 178, 40 U.S.P.Q. 258 (4th Cir. 1939) ; The 
Electron, 74 Fed. 689, reversing 56 Fed. 304 (D.C.N.Y. 1893;) American Electric 
Construction Co. v. Consumers’ Gas Co., 47 Fed, 43 (C.C.W.D.Pa. 1891), aff’d, 50 
Fed. 778 (1892) ; Lowman Bros. v. Excelsior Stove Pattern Co., 104 Ala. 367, 16 
So. 17 (1893) ; Pacific Iron Works v. Newhall, 34 Conn. 67 (1867) ; Siegel v. Brooke, 
25 Ill. App. 207 (1887) ; National Metal Edge Box Co. v. Gotham, 125 App. Div. 101, 
109 N.Y. Supp. 450 (1908) ; Carman v. Trude, 25 How. Pr. 440 (N.Y. Sup. Ct. 1863) ; 
Computing Scales Co. v. Long, 66 S.C. 379, 44 S.E. 963 (1903); Niblett, Ltd, v. 
Confectioners’ Materials Co., (1921) 3 K.B. 387; Monforts v. Marsden (1895) 12 
R. Pat. Cas. 266. 


45 The following cases deal with either the sale of patents or rights under a patent 
which, when practiced under, infringe a third party’s patent: Victory Bottle Capping 
Machine Co. v. O. & J. Machine Co., 280 Fed. 753 (1st Cir. 1922) ; Independent Har- 
vester Co. v. Tinsman, 253 Fed. 935 (7th Cir. 1918); Herzog v. Heyman, 151 N.Y. 
587, 45 N.E. 1127 (1897); Wynne v. Allen, 245 N.C. 421, 96 S.E.2d 422 (1957) ; 
Leese v. Bernard Gloekler Co., 287 Pa. 295, 135 Atl. 206 (1926). 

46 The following cases deal with the sale of a business wherein the buyer’s use of 
an asset of the business infringes a third party’s patent: Sanborn v. Jackman, 60 N.H. 
569 (1881) ; Arrighi v. Renwick, 326 Pa. 508, 192 Atl. 655 (1937) ; Geist v. Stier, 134 
Pa. 216, 19 Atl. 505 (1890). 
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warranty of non-infringement is Monforts v. Marsden.*" In this case, 
which was decided in the light of the English Sale of Goods Act,** the 
vendor sold a machine made in accordance with his patent. Subsequent 
to the sale, the machine was held to be an infringement of a prior patent 
held by a third party. When the vendor sued for the purchase price of 
the machine, the vendee counterclaimed for the amount he had to pay 
for a license to use the machine, basing his claim on the theory that the 
vendor impliedly warranted both that his patent was valid and that the 
vendee had a right to use the machine. The court held for the vendor 
and found that in the sale of a patented article, such warranties could 
not be implied. 

The Monforts case was expressly overruled by Niblett Ltd. v. Con- 
fectioners’ Materials Co. This case involved the sale of a large quantity 
of condensed milk for resale, the milk cans bearing the brand name 
“Nissly.” Subsequent to the sale, the vendee was notified by a third 
party that the can labels were an infringement of a registered trade mark. 
The vendee was subsequently enjoined by the third party from reselling 
the milk unless he removed the infringing labels. The vendee sued for 
the damages occasioned by his loss due to the lowered resale value of the 
unlabeled milk. Vhe court found that, under the Sale of Goods Act, the 
vendor impliedly warranted that he had the right to sell the goods,® that 
the vendee would enjoy quiet possession of the goods,®! and that both 
warranties had been breached by the vendor on the sale. On the basis 
of these findings the court awarded the vendee damages. One member 
of the court felt that this sale also constituted a breach of the vendor’s 
implied warranty of merchantability under the act.®* This theory, how- 
ever, will probably not be used in future cases in view of a later holding,** 
in a non-infringement case, that no breach of the implied warranty of 
merchantability occurred where a statute provided a legal impediment 
to the resale of the goods. The close analogy between the legal impedi- 
ments created by statutes and those created by adverse patents readily sug- 
gests a limitation on the use of the implied warranty of merchantability in 
patent infringement cases. 

Thus, it may be seen that the English courts have interpreted the Sale 
of Goods Act to find that, when goods are sold, the use of which would 


47 12 R. Pat. Cas. 266 (1895). 

48 Sale of Goods Act, 1893, 56 & 57 Vict. c. 71. 

49 3 K.B. 387 (1921). 

50 Sale of Goods Act, supra note 48, § 12 (1). This provision is substantially the 
same as section 13 (1) of the American Uniform Sales Act. 

51 Sale of Goods, Act, supra note 48, § 12(2). This provision is substantially the 
same as section 13 (2) of the American Uniform Sales Act. 

52 Sale of Goods Act, supra note 48, § 14 (2). This provision is substantially the 
same as section 15 (2) of the American Uniform Sales Act. 

53 Sumner Permain & Co. v. Webb & Co., (1922) 1 K.B. 55. 
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infringe rights granted exclusively to others, and the buyer’s use is inter- 
fered with, both the implied warranty of quiet possession and the implied 
warranty of the right to use have been breached by the seller. 

In the American cases relating to the sale of goods, the courts have, 
with rare exceptions,™ consistently protected the vendee on the theory of 
an implied warranty of title where there has been an eviction. Even the 
exceptional case, as will later be shown, may be considered to be con- 
sistent with the general holdings in view of the unusual factual situation 
that was present. 

The earliest United States case relating to the problem of implied 
warranties against infringement is Carman v. Trude. In this case, 
the plaintiff had sold a patented meat safe to the defendant for $90 with 
the understanding that the defendant was to pay $25 of the purchase 
price to a third party patentee for the right to use the safe. The de- 
fendant subsequently discovered that the $25 was for a one year license 
only, and that an additional $25 would have to be paid for a right to 
use the safe for the life of the patent. In the plaintiff’s suit to recover 
the balance of the purchase price, the court, in finding for the defendant, 
stated: “The sale being an absolute and unqualified one, there was an 
implied warranty by the vendor of title in himself, both of the property 
and of the right to use it.” ** (Court’s emphasis.) It should be pointed out, 
however, that the court appeared to be greatly influenced by the fact 
that the vendor represented that the sale included an unlimited right to 
use the safe, whereas the actual right was limited to one year. 

Moreover, although the court found that there had been no eviction 
of the vendee by the patentee, the vendor was still held to be liable. The 
court stated: “There was, therefore, a clear breach of the implied 
warranty, and there was no necessity in the case for a rescission of the 
contract or an eviction.” 7 

Lowman Bros. v. Excelsior Stove-Pattern Co.,°* while at first glance 
appearing to deny the existence of an implied warranty of title, may 
actually be distinguished on the peculiar facts involved and is not incon- 
sistent with the other cases. The Lowman case involved the sale of pat- 
terns to the defendants for use in the manufacture of stoves. A certain 
part of the stove, the “kicker,” rather than the patterns, constituted the 
infringing device. In the vendor’s suit for the balance of the purchase 
price, the court stated: 





54 Lowman Bros. v. Excelsior Stove Pattern Co., 104 Ala. 367, 16 So. 17 (1893). 
55 25 How. Pr. 440 (N.Y. Sup. Ct. 1863). 

56 Td. at 444. 

57 Ibid. 

58 Lowman Bros. v. Excelsior Stove Pattern Co., supra note 54. 
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There is no doubt that the defense would be made out if the 
plaintiff had sold, or agreed to sell, the — to manufacture and 
sell the kicker, which was a patented article. . . . It seems to us that 
the implied warranty was that the patterns were suitable for the 
manufacturing of the stoves with the kicker, and that they would 
answer the purpose for which they were sold. . . . The right to 
manufacture and sell such stoves was a right independent of the 
suitableness of the patterns.—The defendants selected the style of 
pattern they preferred, and ordered it. 


Thus the court indicated that had the sale of the pattern in itself been 
an infringement of the patent there would have been a breach of the 
vendor’s implied warranty; however, since the pattern itself was not 
covered by the patent, the court held that the vendor’s implied warranty 
had not been breached. 

The seeds of an eviction requirement were sown when a Connecticut 
court, in Pacific Iron Works v. Newhall, held that where a vendee was 
enjoined from using the goods purchased, there had been a failure of 
title on the part of the vendor and that the sale was illegal. Although 
the Pacific Iron Works case indicated that eviction by a patentee might 
become a requirement before a breach of implied warranty would be 
found, another case relating to this problem area completely disregarded 
an eviction requirement in holding that the vendor’s implied warranty 
of title was breached where the contract of sale had not yet been con- 
summated by the delivery of the goods to the vendee.*! Since the goods 
were not in the vendee’s possession, no eviction from their use was 
possible. 

American Electric Construction Co. v. Consumers’ Gas Co.® is prob- 
ably the first case relating to warranties of title in the sale of infringing 
goods where the court clearly based its finding of no breach of warranty 
on the fact that there had been no eviction of the buyer by a third party 
patentee. Judge Reed, quoting from Krumbbaar v. Birch,® stated: “A 
vendee who seeks to detain by virtue of a covenant of warranty of title, 
in the absence of fraud, is as much bound to prove an eviction as if he 
was a plaintiff in an action of covenant.” * Although the court found 
no eviction, and therefore no breach of warranty, it did state that in the 
sale there arose an implied warranty of title in the seller which would 
have been breached had the buyer been evicted. 





59 Id. at 373, 16 So. at 19. 

60 34 Conn. 67 (1867). 

61 Siegel v. Brooke, 25 Ill. App. 207 (1887). 

62 47 Fed. 43 (C.C.W.D.Pa. 1891), aff'd, 50 Fed. 778 (1892). 

63 83 Pa. 426 (1877). 

64 American Electric Construction Co. v. Consumers’ Gas Co., supra note 62, at 45. 
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In The Electron® the court held that the requirement of eviction set 
forth by the American Electric Construction Co. case was not satisfied 
by the mere notice of a claim of infringement by the patentee against the 
vendee, and therefore the vendee could not recover from the vendor for 
breach of the latter’s implied warranty of title. 

Mere dispute about the title, or the contingency of future loss, without 
proof by the vendee that the continued use of the goods purchased will 
constitute an infringement, has also been held to fall short of the require- 
ment for eviction.** However, where the vendee has been forced to pay 
a third party patentee for the right to use the goods purchased, the evic- 
tion has been found sufficient to hold the vendor for the breach of his 
implied warranty of title.*7 In addition, where the vendee has been sued 
for infringement by a third party patentee who had previously lost an 
infringement suit against the vendor, the vendee has been held to be 
subrogated to the right of the vendor under the judgment against the 
patentee holding that there was no infringement with respect to the 
goods sold.® 


A more recent case relating to the sale of goods, Loew’s Inc. v. Wolfe, 
although not involving an infringement situation, is sufficiently in point 
to merit discussion in view of an analogy the court drew between the 
sale of literary property and the sale of patents and patent rights.”° In 
this case, the vendor sold a story to the vendee. The vendor had worked 
with a third party on the story but being dissatisfied with the results had 
terminated the association and discarded the synopsis prepared. After 
the sale, the third party notified the vendee that she claimed a portion 
of the proceeds of the sale in view of the labor she had performed. The 
vendee then notified the vendor of the claim and expressed an intent 
to rescind the sale. Shortly thereafter, the third party sued the vendor 
and then the instant suit was brought by the vendee against the vendor. 
During pendency of the instant suit, the vendor-third party suit was 
decided in favor of the vendor, the court finding that the third party had 
no interest in the story. 

The vendor had expressly warranted the “complete, unconditional 
and unencumbered title” to the story. The vendee, unable to show a 
breach of a warranty of title, attempted to show that there was, in the 





65 74 Fed. 689, reversing 56 Fed. 304 (D.C.N.Y. 1893). 

66 The Computing Scales Company v. Long, 66 S.C. 379, 44 S.E. 963 (1903). 

67 National Metal Edge Box Co. v. Gotham, 125 App. Div. 101, 109 N.Y. Supp. 450 
(1908). 


68 General Chemical Co. v. Standard Wholesale Phosphate and Acid Works, Inc., 
101 F.2d 178, 40 U.S.P.Q. 258 (4th Cir. 1939). 


69 101 F. Supp. 981, 92 U.S.P.Q. 49 (D.C. Cal. 1951). 


70 Jd. at 987, 92 U.S.P.Q. at 53. The court in this case stated: “The sale of literary 
property is more analogous to the sale of patents and patent rights.” 
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sale of the goods, an implied warranty of marketable title. The court, 
feeling that the doctrine of marketable title belonged only in the field 
of real property, stated: 


As used in this assignment the word “complete” was not meant 
to be synonymous with the word “marketable or perfect”. It was 
used to mean just what the word indicated, i.e. “whole title”, that 
is, that no other person owned any interest in the property nor was 
any kept by the sellers. In this respect, the plaintiffs got what they 
bargained for.” 


The court went on to say: 


Thus, because of these differences between the sale of real and 
personal property, the courts neither then or now could imply by 
law into a contract of sale of personal property the doctrine of 
“marketable title.” 72 


Thus, in summary, it can be seen that the courts have been virtually 
unanimous in finding that a warranty against infringement does exist. 
However, rather than reason in terms of a “warranty against infringe- 
ment,” the courts have generally based their holdings on theories relat- 
ing to implied warranties of title, and more particularly to a theory that 
has evolved from implied warranties of title, that the vendee has a right 
to use the goods purchased.** Consequently the vendee is provided with 
protection in the event that he is subsequently sued for infringement or 
enjoined from further use by a third party patentee whose patent issued 
prior to the time of sale. The implied warranty of title theory has been 
extended to encompass executory contracts,* but has been limited to 
include only a warranty of title and not a warranty of “marketable 
title.” *5 The courts have generally required an actual eviction of the 
vendee before finding a breach of an implied warranty of title,”* but 
there is authority to the contrary.7 Moreover, there may well exist a 
movement away from the eviction requirement in view of the Uniform 
Commercial Code*® which is discussed in Section IV infra. 


71 Loew’s, Inc. v. Wolff, supra note 69, at 986, 92 U.S.P.Q. at 52. 

72 Ibid. 

73 Carman v. Trude, supra note 56. 

74 Siegel v. Brooke, supra note 61. 

75 Loew’s, Inc. v. Wolff, supra note 69. 

76 See, e.g., American Electric Construction Co. v. Consumers’ Gas Co., supra note 
62; Krumbhaar v. Birch, supra note 63; The Electron, supra note 65; The Computing 
Scales Co. v. Long, supra note 66. 

77 Carman vy. Trude, supra note 55. 

78 UntrorM COMMERCIAL Cope § 2-312 (1957 Official Text). Comment 4 of this 
section states: 


This section rejects the cases which recognize the principle that infringements 
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2. Sale of Patents, Patent Rights and Businessess 


The question of whether or not an implied warranty against infringe- 
ment is raised in the sale of a patent, patent rights, or a business, is also 
an important consideration in the determination of the rights existing 
between a buyer and seller. 

The law with respect to implied warranties against infringement of 
prior patents in the sale of patents and patent rights leans heavily towards 
the view that such a warranty does not exist.” It is also generally held 
that there is no implied warranty that the patent is valid;*° however, there 
is an implied warranty that the vendor has title and a right to sell the 
patent.®? 

Leese v. Bernard Gloekler Co.* is a leading case in support of the fore- 
going propositions. In this case the plaintiff invented and patented a 
fluid regulating valve, and thereafter sold his entire interest in the patent 
to the defendant. The defendant later learned that a third party held 
a prior patent on a fluid regulating valve that would be infringed by 
manufacture under the plaintiff's patent. The court, in awarding judg- 
ment to the plaintiff in his suit for the balance of the purchase price, held 
that the sale of a patent creates an implied warranty of title in the vendor 
but no warranty that the patent is valid or that the invention does not 
infringe prior patents.** 

In contrast to the relatively stable status of the law relating to the sale 
of patents and patent rights, where a business is the subject of the sale, 
the law with respect to implied warranties against infringement is, at best, 
unsettled. This is understandable in view of the many aspects involved 
in the sale of a business. On one hand, the use of stock, fixtures and 
machinery may be analogized to a consumer’s use of goods which have 
been purchased. On the other hand, the use of formulas, processes, ideas 
and technical “know-how” may be likened to the use of patents or patent 
rights. Depending upon which of these aspects of a business is involved 


violate the warranty of title but deny the buyer a remedy unless he has been 
expressly prevented from using the goods. Under this Article “eviction” is not 
a necessary condition to the buyer’s remedy since the buyer’s remedy arises 
immediately upon receipt of notice of infringement; it is merely one way of 
establishing the fact of breach. 


79 2 WALKER ON Patents § 348 (Deller Ed. 1937) ; 69 C.J.S. § 235 (b). 

80 Ibid. 

812 WALKER ON Patents § 352 (Deller Ed. 1937) ; 69 C.J.S. § 235(b). 

82 287 Pa. 295, 135 Atl. 206 (1926). See generally, Milligan v. Lalance & Grosjean 
Mfg. Co., 21 Fed. 570 (1884) ; Horne v. Hoyle, 27 Fed. 216 (1886); Bull v. Pratt, 
1 Conn. 342 (1815); Rhodes v. Ashurst, 176 Ill, 351, 52 N.E.. 118 (1898) ; Detrick 
v. McGlone, 46 Ind. 291 (1874) ; Gilmore v. Aiken, 118 Mass. 94 (1875) ; Elmer v. 
Pennel, 40 Me. 430 (1855); Wynne v. Allen, 245 N.C. 421, 96 S.E.2d 422 (1957). 

83 Contra, Herzog v. Heyman, 151 N.Y. 587, 45 N.E. 1127 (1897). Accord, Darst 
v. Brockway, 11 Ohio 462 (1842). Cf. Victory Bottle Capping Machine Co, v. O. & J. 
Machine Co., 280 Fed. 753 (1st Cir. 1922). 
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in an infringement situation, the courts may either find that the vendor 
did®™ or did not®* make an implied warranty against infringement in the 
vendee’s use of the business. 


3. Summary 


In analyzing the three areas of sales, the conclusion may be reached 
that the implied warranty against infringement generally found by the 
courts in a sale of goods situation has been denied by the majority of 
the courts in cases involving the sale of patents and patent rights. In 
addition, the few decided cases relating to the sale of businesses indicate 
that the courts have not fully decided whether to treat these cases primarily 
as involving the transfer of machinery and equipment, and therefore more 
closely related to the sale of goods, or conversely, to treat the sale as 
involving primarily the transfer of “know-how” and therefore more 
nearly analogous to the sale of patents and patent rights. 


C. Implied Warranties Against Infringement—Subsequent Issued Patents 


Should the vendor’s implied warranty of title, which, as has been 
shown, includes warranties that the vendee will have the right to both 
the use and the quiet possession of the goods purchased, be held to be 
breached when the vendee has been enjoined from using the goods by 
virtue of the infringement of a third party’s patent, which patent issued 
after the date of the sale of the goods? 

At the outset it should be pointed out that no cases involving this pre- 
cise situation have been uncovered. The few cases in this area may be 
due to a number of factors which, upon reflection, indicate that case law 
may develop on this point in the not too distant future. The first factor 
to be considered is the relatively recent growth of the large “chain” type 
department store. In order to adequately service their customers the 
chains, of necessity, must keep a tremendous volume of goods in ware- 
house inventories. With the great diversification of articles sold, they 
are continually subject to the risk of one or more patents issuing covering 
goods that have been stored for resale. With a situation of this nature, 
a patentee is more likely to give serious consideration to a possible addi- 
tional source of income from the chains rather than limiting his actions 
primarily to the manufacturers. 

An additional major factor in the development of this problem has 
been the development of the large distributorship organization which, in 
a manner similar to the department store chain, is likely to acquire large 


84 Sanborn v. Jackman, 60 N.H. 569 (1881). Accord, Geist v. Stier, 134 Pa. 216, 
19 Atl. 505 (1890). 


85 Arrighi v. Renwick, 326 Pa. 508, 192 Atl. 655 (1937). 
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inventories of particular items. Should a patent issue covering the par- 
ticular item in stock, the patentee in this case also, will likely consider 
the possibility of additional revenue from the distributor. 

Another pertinent feature in the development of this problem is the 
actual sales contract between the manufacturer and large chain or dis- 
tributor. Since there are few, if any, court decisions directly in point 
with regard to subsequently issuing patents, a “battle of the forms 
ensues between the manufacturer and the large buyer, each attempting 
to limit his own liability in this area. Where standard forms are not used 
and the sales contract is negotiated on a clause-by-clause basis, a provision 
regarding subsequently issued patents may be conspicuously absent since 
neither party wishes to accept the responsibility for it, and a “leave it 
out and see what happens” attitude may develop. 

The Uniform Commercial Code, which has already been enacted by 
three states and is under serious consideration in many others,®* includes 
a specific provision directed toward patent infringement in the sale of 
goods.** This provision has been criticized because it does not include 
definitive language relating the time of sale of the goods to the time of 
issuance of the patent.®* In view of this fact, a consideration of its pro- 
visions will be made in Section IV, infra. 

Since there are no cases specifically relating to breaches of warranty 
by way of subsequent issuing patent infringement, analogous cases re- 
lating to warranties of title have been resorted to in order to arrive at 
a conclusion as to what the law should be in this area. 


Cases somewhat analogous to the problem are those which arose as 
a result of the emancipation of the slaves in Civil War times.® For want 
of a more descriptive title these cases will be referred to as the Slave Cases, 
and reference will be made to a few of them in order to point out the 
rationale employed with respect to failure of title subsequent to a sale. 


The Slave Cases all contained many common features. In each case 
the seller, by a contract of sale which included an express warranty of 
title in himself, sold one or more slaves to the buyer. The contract of 
sale included a clause wherein the seller warranted that each of the slaves 
sold was a “slave for life.” Subsequent to the sales, the slaves, by consti- 


86 Schnader, The New Movement Toward Uniformity in Commercial Law—The 
Uniform Commercial Code Marches On, 13 Bus. Law. 646, 672-73 (1958). 

87 UnirorM CoMMERCIAL Cone § 2-312 (1957 Official Text). 
( 88 Hearings on the Uniform Code, 1 N.Y. Law Revision ComMMission Rep. 84 
1954). 

89 See, e.g., Haskill v. Sevier, 25 Ark. 152 (1867); Walker v. Gatlin, 12 Fla. 9 
(1867) ; Bass v. Ware, 34 Ga. 386 (1866) ; Hand v. Armstrong, 34 Ga. 233 (1866) ; 
Porter & Co. v. Ralston & Co., 69 Ky. (6 Bush) 665 (1869); Blewett v. Evans, 42 
Miss. 804 (1869); Bradford v. Jenkins, 41 Miss. 328 (1867); Phillips v. Evans, 38 
Mo. 306 (1866) ; West v. Hall, 64 N.C. 43 (1870) ; McDaniel v. White, 32 Tex. 489 
(1870). 
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tutional amendments, were freed and suits developed between the buyer 
and seller. The Slave Cases all held both 1) that the subsequent failure 
of title was not a breach of the seller’s warranty of title, and 2) that the 
“slave for life” provision was a guarantee of the status of the slaves at 
the time of sale rather than a future warranty that the slaves would always 
remain slaves. 

It is of interest to note the court’s language in Blewett v. Evans® since 
this language is representative of the position taken by each of the differ- 
ent southern state courts that had to deal with the slave sale problem. 
In the Blewett case, Chancellor Foote made the following comments with 
regard to the respective rights of the seller and the purchaser: 


With respect to the warranty of title to the slaves, the whole 
question is, Who shall bear the loss occasioned by a vis major? And 
that depends upon the question, Who was the owner when that 
was occasioned? The covenant of warranty of title had reference 
to the status of the slaves at the time of the warranty, and was not 
intended to protect the title against future events. The sale took 
place while the Negroes were slaves. The purchaser acquired the 
property in them, and if they have since been embraced by the gen- 
eral act of emancipation, the loss has been his, and not that of the 
seller.®* 


Similarly, the discussion of the slave sale problem in Haskill v. Sevier®? 
is somewhat analogous to the question of implied warranty against in- 
fringement of subsequently issued patents. The court in holding that 
the subsequent failure of consideration due to the emancipation of the 
slaves did not affect the seller’s right to collect the purchase price, stated 
that the buyer 


took them subject to all casualties by which, by the act of God or 
the sovereign power of the State, his title might be affected, and 
must, as all other purchasers do under like circumstances, bear the 
loss which subsequently arises, however sudden, complete or detri- 
mental to his interests.** 


It is apparent that the courts were in agreement insofar as a failure 
of title based on a subsequent amendment to the Constitution was con- 
cerned. In addition, the close analogy of a change in the buyer’s rights 
based on legislative action, as in the Slave Cases, and the change in the 





90 42 Miss. 804 (1869). 
91 Jd. at 806. 
92 25 Ark. 152 (1867). 
93 Jd. at 158. 
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buyer’s rights based on statutory authority and subsequent administrative 
action, as in a patent infringement case, should be readily discernible to 
the courts in the event that the equities of a particular case lend them- 
selves to this analogy. 

In addition to the previous cases discussed, there are many cases deal- 
ing generally with the time to which a warranty of title relates. All of 
these cases may be conveniently categorized as falling within the rule 
that, unless otherwise expressed in the contract of sale, a warranty of 
title relates only to the condition of the title at the time of the sale and: 
does not cover future defects not then in existence or inherent in the 
article.** To relate all the cases in agreement with this proposition would 
be outside of the scope of this article; however, a resume of the proposi- 
tions of law set forth should be of value. 

Meyers v. Smith®® involved the sale of a crop of wheat which was 
growing upon the land of a third party at the time of sale. Subsequently, 
after the vendee reaped the wheat and stacked it on the field, the third: 
party seized it through a bailiff under a distress for rent in arrears, the 
rent being due the third party from the vendor. The court, in the vendee’s 
suit against the vendor to recover the purchase price paid for the wheat, 
held that if rent was due and in arrears at the time of sale, the vendor 
was liable on his implied warranty of title if the property was later taken 
lawfully by the landlord and sold to pay the rent. 

In Hartley v. Rotman, the problem before the court involved the 
sale of wool which had been stolen from a third party, later sold to the 
vendee, and then reclaimed by the original third party owner. In the 
vendee’s suit to recover the purchase price paid the vendor, the court 
awarded judgment to the vendee based on the vendor’s breach of his 
implied warranty of title since the vendor did not have title to the wool 
at the time of sale. 

The issue of whether or not a defect in title must exist prior to the 
time of sale also arose in Shober v. Robinson. In this case the vendor 
sold a slave to the vendee and covenanted to warrant and defend the 
Negro to be a slave. The slave was subsequently declared to be a free- 
man in a jury trial brought at the slave’s instigation. The vendee then 
sued the vendor on his covenant, and the court held that the vendor had 
proven that the freeman was a slave at the time of the sale, thus refusing 
to apply the covenant to a defect which arose subsequent to the time of 
sale. 


A problem as to when the failure of title occurred was before the 


94 Meyers v. Smith, 27 Md. 91 (Ct. App. 1867). 
95 Ibid. 

96 200 Mass. 372, 86 N.E. 903 (1909). 

976 N.C. 33 (1811). 
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court in the case of C. M. Miller Co. v. Ramey.®® Here, the vendee 
attempted to set off, in the vendor’s suit on account, damages arising 
from the vendor’s breach of warranty of title to flour which had been 
condemned after the sale had taken place. The flour had been inspected 
by government agents of the Food and Drug Administration prior to 
the vendor’s sale, the vendor being aware of the inspection. The court 
held that the eviction was a defect having its inception while the vendor 
was still the owner and, therefore, he had breached his warranty of title 
to the flour. 

An argument might be made, on the basis of the Miller case, that any 
sale made subsequent to the patentee’s conception of his invention is a 
sale having an inherent defect which was in existence while the vendor 
was still the owner, and therefore, the vendor has breached his implied 
warranty against infringement. This argument might be made with 
respect to a sale made subsequent to conception but prior to the filing 
of an application for a patent. Alternatively, the same argument might 
be made in situations involving sales made subsequent to the application 
for a patent, but prior to its issuance. 

In each of these situations the argument made suffers from a basic 
defect in view of the fact that there is generally no opportunity for 
either the vendor or the vendee to gain knowledge either of the patentee’s 
conception or of the existence of his pending application. This lack of 
opportunity to gain knowledge stems from the patent laws which set 
forth that 1) pending applications must be preserved in confidence,® 
and 2) a patentee may be barred from obtaining a patent if public know!- 
edge of the invention occurs more than one year prior to the date of 
application for a patent. The inability of the vendor to gain knowledge 
of the “inherent defect” in a subsequently issued patent infringement 
situation is in direct contrast to the situation in the Miller case wherein 
the vendor was aware of the existence of the defect. Consequently, it is 
felt that the “inherent defect” argument is not applicable in subsequently 
issued patent infringement cases where there is no knowledge of the 
pendency of a patent application. 

On the other hand, a different result would seem to be suggested where, 
as in cases involving the copying of goods marked “Patent Pending,” 
the vendor might be proven to have had actual knowledge of the pen- 
dency of the application. In this case the argument can be made that 
there is an inherent defect existing at the time of sale and, based on the 
analogy to sales law cases finding a breach of warranty in this situation,’ 


98 86 Ga. App. 1, 70 S.E.2d 518 (1952). 

99 35 U.S.C. § 122 (1952). 

100 35 U.S.C. § 102(b) (1952). 

101 See, e.g., Meyers v. Smith, supra note 94; Miller v. Ramey, supra note 98. 











EDITORIAL NOTES 693 


the vendor should be liable to the vendee. This result would be equitable 
to all parties involved. It is consistent with the patentee’s rights in not 
interfering with his action to enjoin the vendee’s use of an article covered 
by the patent. It provides the vendee with a cause of action against the 
vendor who knowingly copies goods covered by a pending application. 
Furthermore, the burden of any loss to the vendee resulting from a subse- 
quently issuing patent is properly placed on the vendor who takes the 
calculated risk that a valid patent may later issue. 


Another case from which an analogy may be drawn which would 
indicate that the vendor should not be liable for a breach of warranty 
of title where a patent issues subsequent to the sale of goods is Malsby & 
Co. v. Widincamp.’® In this case a laborer’s lien was foreclosed on busi- 
ness equipment sold by the plaintiff to the defendant, and the court, in 
finding that the lien had developed subsequent to the sale, awarded judg- 
ment to the vendor in his suit for the balance of the purchase price. In 
reaching this result the court applied the rule that the vendor’s warranty 
of title to personal property does not protect the purchaser for any 
loss sustained by him by virtue of a lien afterwards arising and asserted 
against the property. 

It is of interest to note that the rule, that a warranty relates only to 
defects which are in existence or inherent in the goods at the time when 
they are sold and does not cover future defects, has been applied to other 
areas of the law of warranties. It has been applied 1) where the warranty 
involved the suitability of the goods purchased to perform the purposes 
for which they were bought;’ 2) where the warranty related to the 
quality of securities; 3) where the warranty is implied with respect 


102 32 Ga. App. 716, 124 S.E. 730 (1924). 


103 See, e.g., American Syrup & Preserving Co. v. Roberts, 112 Md. 18, 25, 76 Atl. 
589, 591 (1910), where the court, in the vendee’s suit to recover damages resulting 
from the arrival of leaky tin cans which were purchased to be filled and resold, stated : 


The parties may, by express agreement, fix a particular future date as the 
time to which the warranty shall be referred. . . . But, in the absence of such 
an agreement, the warranty is always to be construed as relating to the condition 
of the article at the time of the sale, that is, when the transfer of title took 
place and not when delivery was made. If the sale is ‘f.o.b.’ at the seller’s place 
of business, he will not be liable, on his warranty, for any deterioration of 
quality occurring after the shipment and while the goods were in transit unless 
it was due to negligence in the manner of shipment. (Emphasis added.) 


104 See, ¢.g., Menard v. Clarence E. Thompson & Sons, 90 Conn. 30, 96 Atl. 177 
(1915), where the vendor warranted a bond sold to vendee to be “a first mortgage 
bond, well secured and a safe investment” and the court held that the evidence, that 
it was a first mortgage bond and that the property securing it was sold for more than 
enough to pay all the bonds and interest, showed no breach of warranty since a war- 
ranty that a bond is a safe investment is not continuing, but is confined to the time 
of the sale. 
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to the merchantable quality of goods; and 4) where the warranty 
touches upon the operating condition of the goods.’ 

An examination of the provisions of section 13 of the Uniform Sales 
Act indicates that the rule regarding the time to which a warranty relates 
has been codified therein and widely adopted. This section provides, in 
essence, that in a sale there are implied warranties by the seller 1) that 
he has a right to sell the goods at the time of sale; 2) that the buyer shall 
have and enjoy quiet possession as against any lawful claims existing at 
the time of sale; and 3) that the goods shall be free from encumbrances 
unknown to the buyer at the time the sale is made.?” 

It is obvious that, insofar as the law aspect is concerned, a court would 
not find any difficulty, either under the Uniform Sales Act or the common 
law, in holding that the vendor, who is unaware of a pending application, 
does not impliedly warrant against infringement of a subsequently issuing 
patent in the sale of goods to a vendee. With respect to equitable con- 
siderations, the particular fact situation involved may or may not influence 
a court’s decision. For example, should the vendee in a particular case 
be a small consumer that has been enjoined from using the purchased 
goods by a patentee ( a highly unlikely situation in view of the expenses 


105 See, ¢.g., English v. Spokane Commission Co., 57 Fed. 451 (9th Cir. 1893), 
where the vendee purchased potatoes from the vendor and many of the potatoes were 
spoiled upon receipt at the vendee’s place of business. The court held that the vendor 
gave an implied warranty that the potatoes were of good merchantable quality when 
shipped and if they were of good quality when shipped, the spoilage in transit would 
be the vendee’s loss. 


106 See, ¢.g., McCown v. Jennings, 209 S.W.2d 408 (Tex. Civ. App. 1948), where 
the vendor had overhauled a wrecked car and sold it to the vendee with an express 
warranty that it was and would remain in good operating condition for thirty days. 
Here the vendee did not use the car during the first few weeks after the purchase and 
it took another few weeks for the defect (a bent frame) to appear (excessive wear 
in the tires). The court, in holding the vendor’s defense that the suit was not brought 
within the required thirty day guarantee period invalid, stated at 412: 


The rule now is that, unless otherwise expressed, a general warranty as to 
quality relates to the time of sale and does not cover future defects (citing 55 
C.J. § 714, at 744). A breach of the warranty is predicated on the date of sale. 
We do not find that appellee (vendee) waived his right under the warranty in 
this case because he failed to file this lawsuit within the thirty day period. 


107 1 U.L.A. § 13 (1950) provides : 


In a contract to sell or sale, unless a contrary intention appears, there is— 

(1) An implied warranty on the part of the seller that in case of a sale he 
has a right to sell the goods, and that in case of a contract to sell he will have 
a right to sell the goods at the time when the property is to pass; 

(2) An implied warranty that the buyer shall have and enjoy quiet possession 
of the goods as against any lawful claims existing at the time of sale; 

(3) An inplied warranty that the goods shall be free at the time of the sale 
from any charge or encumbrance in favor of any third person, not declared or 
known to the buyer before or at the time when the contract or sale is made. 

(4) This section shall not, however, be held to render liable a sheriff, auc- 
tioneer, mortgagee, or other person professing to sell by virtue of authority in 
fact or law, goods in which a third person has a legal or equitable interest. (Em- 
phasis added.) 
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involved on the part of the patentee in bringing suit) and the vendor 
be a large company, the court might conceivably feel that the vendee, 
not being familiar with patents and patent matters, is entitled to the addi- 
tional protection offered by an implied warranty against the infringe- 
ment of a subsequently issuing patent. On the other hand, should the 
vendee in a particular case be a large chain store or a large distributor, 
financially able to afford patent advice (the more likely situation in which 
the problem will arise), a court would likely feel that the vendor and 
vendee stand on an equal footing before it and that, therefore, either the 
analogies to the common law respecting implied warranties of title or, 
where in force, the provisions of the Uniform Sales Act, relating to the 
time of sale, are applicable. This would lead to a finding that the 
vendor, who is unaware of a pending application, does not impliedly 
warrant against the infringement of the later issuing patent. 

Of course, varying shades and degrees may enter into the particular 
fact situation; however, it is felt that on the basis of the common law, 
the Uniform Sales Act, and in order to provide against the usual rather 
than the unusual equities which will appear, a court dealing with this 
problem for the first time should not be hesitant in its refusal to extend 
the implied warranty against infringement to situations where the patent 
issued after the date on which the sale transpired when the vendor was 
unaware that such a patent application was pending. On the other hand, 
when the vendor has knowledge of a pending application and, in spite 
of such knowledge, undertakes to manufacture the goods and the vendee 
is later enjoined from using them, the courts should not be hesitant in 
extending the implied warranty against infringement doctrine to find 
that the vendor is liable to the vendee for a breach of such warranty. 


IV. Tue Unirorm ComMerciAL Cope—Its Errect on IMPLIED 
Warranties AGAINST INFRINGEMENT 


A consideration of the Uniform Commercial Code is desirable in view 
of the fact that it includes a specific provision regarding warranties 
against infringement.'* 

The Code was first promulgated in 1952 and adopted in Pennsylvania 
on April 6, 1953.1 Since the adoption of the Code in Pennsylvania, 


108 Unirorm CoMMERCIAL Cope § 2-312 (1957 Official Text). 


109 Pa, Stat. ANN. tit. 12A (1953). In the 1952 edition of the Code as adopted by 
Pennsylvania, § 2-312 reads as follows: 


Warranty of Title and Against Infringement 
(1) Unless otherwise agreed there is in a contract for sale a warranty by 
the seller that 
(a) the title conveyed shall be good, and its transfer rightful; and 
(b) the goods shall be delivered free from any security interest or other 
lien or encumbrance of which the buyer at the time of contracting 
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numerous suggestions and criticisms have been made, many of which 
arose from a study by the New York Law Revision Commission. The 
Commission submitted a report to the New York Legislature recom- 
mending extensive changes in the Code.44° With an eye to the sugges- 
tions made by the New York Commission and other sources, as well as 
suggestions arising from observations of the Code in practice in Pennsyl- 
vania, the 1957 edition of the Code™! was prepared, approved and pub- 
lished. 


The authors of the Code were aware of the problem relating to im- 
plied warranties against infringement and as a result, have specifically 
provided for the inclusion of such a warranty in section 2-312. This 
section provides: 


Section 2-312. Warranty of Title and Against Infringement; Buy- 
er’s Obligation Against Infringement. 
(1) Subject to subsection (2) there is in a contract for sale a war- 
ranty by the seller that 
(a) the title conveyed shall be good, and its transfer rightful; and 
(b) the goods shall be delivered free from any security interest 
or other lien or encumbrance of which the buyer at the time of 
contracting has no knowledge. 
(2) A warranty under subsection (1) will be excluded or modified 
only by specific language or by circumstances which give the buyer 
reason to know that the person selling does not claim title in him- 
self or that he is purporting to sell only such right or title as he or 
a third person may have. 
(3) Unless otherwise agreed a seller who is a merchant regularly 
dealing in goods of the kind warrants that the goods shall be deliv- 
ered free of the rightful claim of any third person by way of in- 
fringement or the like but a buyer who furnishes specifications to 
the seller must hold the seller harmless against any such claim which 
arises out of compliance with the specifications."? 


has no knowledge and also free from any rightful claim of any third 

person by way of infringement or otherwise unless the circumstances 

at the time of contracting place the risk of such claim upon the buyer. 

(2) Where the circumstances give the buyer reason to know that the person 

selling does not claim title in himself or that he is purporting to sell only such 

right or title as he or a third person may have, no personal obligation is imposed 
by this section on the person selling unless otherwise agreed. 


110 State or New York, Report oF LAW REvIsION CoMMISSION TO THE LEGISLA- 
TURE RELATING TO THE UNrFoRM COMMERCIAL Cope, N.Y. Lec. Doc. No. 65(A), 
(1956). 

111 Unrrorm ComMERcIAL Cope (1957 Official Text). This edition of the Code has 
been adopted in Massachusetts [Mass. Ann. Laws ch. 106 (Supp. 1958)] and Ken- 
tucky [Kentucky Acts 1958, S.B. 169, ch. 77, 214 (1958) ]. 


112 Unrrorm CoMMERCIAL Cope § 2-312 (1957 Official Text). 
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Although section 2-312 has provided a specific warranty against in- 
fringement, the language of the section leaves something to be desired. 
An examination of it reveals that no provision has been made for a war- 
ranty of quiet possession, and in fact the Code has specifically abolished 
such a warranty."* Further, the wording of section 2-312 and the com- 
ments thereto leaves open the question of whether or not the warranty 
against infringement will extend so far as to provide indemnification in 
the event an infringed patent issues subsequent to the sale. 

The abolition of the warranty of quiet possession has been a particu- 
larly fertile field for criticism of the Code. It has been said by a leading 
authority in the field that the Code incorrectly assumes that a warranty 
of quiet possession is included in a warranty of title.* This criticism 
would seem to be a valid one in view of the statute of limitations pro- 
vision of the Code,"° wherein a period of four years is provided in 
actions for breach of a contract for sale. Under a warranty of quiet 
possession, where the statute of limitations does not begin to run until 
notice of infringement is given, the vendee is granted greater protection 
than under the Code. Under the Code the statute would begin to run 
at the time of sale in the case of patents which issued prior to the sale, 
even though the vendee’s possession had not been disturbed. The equities 
present in a contract for sale would seem to demand an inclusion of a 
warranty of quiet possession within section 2-312 in order to prevent 
the statute of limitations from barring the vendee’s cause of action. 

A literal reading of the language of section 2-312, particularly with 
respect to the phrase “shall be delivered free,” appearing in both sub- 
sections (1b) and (3), indicates that the authors contemplated that the 
warranty should apply only to claims existing at the time of sale. Such 
an interpretation would be in accord with the wording of the Uniform 
Sales Act™* and with existing analogous case law.1** However, doubt 
is cast upon whether the courts will follow this interpretation in view 
of the comment to the Code wherein it is stated: 


When the goods are part of the seller’s normal stock and are sold 
in his normal course of business, it is bis duty to see that no claim 


118 UniForRM CoMMERCIAL Cope § 2-312 (1957 Official Text). Comment 1 states 
in part: 

The warranty of quiet possession is abolished. Disturbance of quiet possession, 
although not mentioned specifically, is one way, among many, in which the 
breach of the warranty of title may be established. 

114 See Williston, The Law of Sales in the Proposed Uniform Commercial Code, 
63 Harv. L. Rev. 561, 578 (1950). 

115 Unrrorm CoMMERCIAL Cope $ 2-725 (1957 Official Text). 

116 1 U.L.A.$§ 13 (1950). 
117 See, ¢.g., Blewett v. Evans, supra note 90; Meyers v. Smith, supra note 94. 
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of infringement of a patent or trademark by a third party will 
mar the buyer’s title..* (Emphasis added.) 


It has been said that this lack of definite language may lead to court 
interpretation directly contrary to that intended by the authors of the 
Code,!"® and such a criticism has much merit. The wording of the com- 
ment, which places a duty on the vendor to see that no claim of infringe- 
ment “will mar” the buyer’s title, might well lead to an interpretation 
by the courts wherein a warranty against infringement of subsequently 
issued patents could be found. As was previously brought out in section 
III-C, supra, the analogous case law indicates that the vendor does not 
so warrant unless it can be argued that he has knowledge that an appli- 
cation is pending at the time of sale. It is felt that if the law in this area 
is to be changed by the Code, then section 2-312 and the comments 
thereto should clearly indicate that such is the case; however, if the 
law is to follow the analogous case law, then the section and the com- 
ments thereto should be rephrased to specifically exclude a warranty 
against infringement of such subsequently issued patents. The latter 
course seems to be in keeping with the spirit of the Code and in accord 
with the prior case law. Furthermore, since the purpose of the Code 
is to promote uniformity of the law, it should be reworded to insure 
that this purpose is achieved in practice. 


An important change present in the Code is the rejection of the evic- 
tion requirement adhered to in the common law cases pertaining to breach 
of warranty of title and the right to use.17° This change has been criti- 
cised by the New York Law Revision Commission, with a suggestion 
that the wording of the comment be rephrased to affirm the common 
law cases requiring eviction.'?? 


118 UnrirorM CoMMERCIAL Cope § 2-312, Comment 3 (1957 Official Text). This 
comment also stresses that the liability provided for in section 2-312 may run from 
0 buyer to the seller where the goods are manufactured at the specifications of the 

uuyer. 

119 Hearings on the Uniform Commercial Code, supra note 88. 

120 UnirorM CoMMERCIAL Cope § 2-312, Comment 4 (1957 Official Text). 

121 Hearings on the Uniform Commercial Code, supra note 88, at 77-80. The New 
a Revision Commission also suggests that section 2-312 be modified to read 
as follows: 


(1) Unless otherwise agreed and in the absence of circumstances indicating 
otherwise there is in a contract for sale a warranty by the seller that 
(a) the title conveyed shall be good, and its transfer rightful ; and 
(b) the goods shall be delivered free from any security interest or other 
lien or encumbrance of which the buyer at the time of contracting has 
no knowledge; and 
(c) the goods shall be delivered free from any valid claim of any third 
person by way of infringement or wh where the seller is a 
merchant regularly dealing in such 
and a warranty by the buyer that the goods shall ‘be delivered free of any valid 
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It should also be stressed at this point that the warranties provided in 
section 2-312 are not implied warranties.1*? Thus, in accordance with 
subsection (2), they may be excluded only by express language. 

While it is felt that the Code represents a substantial advancement over 
the Uniform Sales Act and appears to be gaining widespread recogni- 
tion,!** it is suggested that the provisions of section 2-312 be modified to 
include a warranty of quiet possession and to clearly state that the vendor 
shall be liable for breach of warranty in the case of a patent that has 
issued subsequent to the time of sale only when he had knowledge that 
such a patent was pending. 


V. CoNCLUSIONS AND RECOMMENDATIONS 


The doctrine that a vendor makes an implied warranty against the 
infringement of prior issued patents in a sale of goods seems to be firmly 
ensconced. Although distinctions sometimes are drawn by the courts 
with respect to the sale of patents, patent rights, and businesses, these 
distinctions do not present a serious threat to the basic doctrine, and 
widespread acceptance of the Uniform Commercial Code should solidify 
the rule. 

With respect to subsequent issued patents, where the vendor is unaware 
of a pending application, it is felt that no breach of the vendor’s implied 
warranty should be found inasmuch as the analogous case law so holds 
and the balance of equities in most cases will probably favor that hold- 
ing. However, when the vendor has knowledge of a pending application 
and, regardless of this knowledge, elects to copy and sell the goods, it is 
felt that the analogous case law and equities warrant a finding that he 
has breached his implied warranty against infringement should the vendee 
be later enjoined from using the goods. 

The Uniform Commercial Code is a step in the proper direction, but 
would be improved by an amendment to specifically exclude a warranty 
against the infringement of subsequently issuing patents except in those 
cases wherein the vendor has actual knowledge that a third party’s patent 


application was pending at the time of sale. Were such an amendment 


claim of any third person by way of infringement or otherwise when the claim 
arises by reason of compliance with buyer's specifications, 

(3) Where a warrantor under this section does not receive prompt notice of 
a claim of a third person and full opportunity to defend or compromise such 
claim, he shall be relieved of all liability otherwise imposed by this section as 
to such claim. 


122 UnirorM CoMMERCIAL Cope § 2-312, Comment 6 (1957 Official Text). 

123 The future of the Code appears bright. It is anticipated that the Code will be 
introduced in the 1959 legislatures of more than a dozen states, and that the 1959 
Pennsylvania State Legislature will be asked to adopt the 1957 version of the Code. 
See Schnader, supra note 86, at 652, 672. 
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made, widespread acceptance of the Code would appear to offer the best 
solution to the problem of subsequently issuing patents. However, as 
uniform acts are rarely adopted in all jurisdictions, and since the question 
of patent infringement is substantially a federal one, the better solution 
of the problem would be amendment of the Patent Code. This consider- 
ation is strengthened by the fact that a great many corporations are 
engaged in businesses which cross state lines and, therefore, the law 
respecting this problem should be consistent in the various states. 

It is therefore recommended that an amendment be made to the Patent 
Code which would exclude from the patentee’s grant, those specific items 
made or purchased prior to the time of issuance of the patent where the 
manufacturer or vendor had no knowledge of the pending application. 
Finally, the Patent Code should be further amended to impose liability 
for a breach of warranty against infringement on a vendor who, knowing 
that a third party patent application is pending, nevertheless elects to 
manufacture and sell similar goods to a vendee who is later enjoined from 
their use. 


REVENUE DISCRIMINATION IN INTRASTATE RATES: 
ICC AUTHORITY AND JUDICIAL REVIEW 


William G. Evans* and Eugene L. Holder** 
I. Inrropuction 


Federal regulation of intrastate railroad rates' under the pervasive 
authority of the interstate commerce clause advanced significantly in 
the general trend towards exclusive federal control with a recent amend- 
ment to § 13(4) of the Interstate Commerce Act.? Seeking to undo the 


* Member, The George Washington Law Review; A.B. 1954, The George Washing- 
ton University. 

** Member, The George Washington Law Review; A.B. 1953, University of Cali- 
fornia at Los Angeles; M.A. 1956, The George Washington University. 

1 Houston, E. & W. T. Ry. v. United States, 234 U.S. 342 (1914). 

2 Interstate Commerce Act, 24 Stat. 379 (1887), as amended, 49 U.S.C.A. § 13(4) 
bea The pertinent paragraph of § 13(4) with amending portions in italics is as 
ollows : 


Whenever in any such investigation the Commission, after full hearing, finds 
that any such rate, fare, charge, classification, regulation, or practice causes 
and undue or unreasonable advantage, preference, or prejudice as between 
persons or localities in intrastate commerce on the one hand . . . or any undue, 
unreasonable, or unjust discrimination against, or undue burden on, interstate 
or foreign commerce (which the Commission may find without a separation of 
interstate and intrastate property, revenues, and expenses, and without con- 
sidering in totality the operations or results thereof of any carrier, or group 
or groups of carriers wholly within any State), which is hereby forbidden and 
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administrative complexities imposed upon the Interstate Commerce Com- 
mission (hereinafter referred to as ICC) by the decisions in Chicago, 
Milwaukee, St. Paul & P.R.R. v. Illinois* and Pub. Serv. Comm'n of Utah 
v. United States, Congress by this amendment reduced substantially the 
evidence and the findings necessary to support an order of the Commis- 
sion regulating intrastate rates. Reversing a tendency upon the part of 
the Supreme Court to require of the Commission more and more justi- 
fication for the exercise of its power over intrastate rates in revenue 
discrimination cases, Congress authorized the Commission to adjust 
specific intrastate rates without weighing the totality of intrastate opera- 
tions and without separating interstate costs, revenues, and properties 
from intrastate costs, revenues, and properties. 

The purpose of this article is to examine generally the scope of re- 
view exercised by the courts with regard to ICC orders which have 
adjusted intrastate rates to remove unreasonable discrimination against, 
or undue burden upon, interstate commerce as required in § 13(4) of 
the Interstate Commerce Act. Specifically, there will be a consideration 
of the background and purposes of the revenue discrimination clause, 
the development of the “totality” rule as a required finding, the separa- 
tion of interstate costs from intrastate costs as an evidentiary require- 
ment, congressional intent in passing the recent amendment to § 13(4), 
and the application of the amendment by the ICC. Constitutional issues 
will then be discussed and an attempt made to gauge the scope of 
judicial review of ICC orders in future revenue discrimination cases. 

A comprehensible inquiry into any of these considerations must be 
built upon a discussion of the judicial development of the revenue 
discrimination clause in respect to its purposes and in its relation to the 
rule of ratemaking expressed in § 15(a)(2).° 


II. BACKGROUND AND PURPOSE OF THE 
REVENUE DIscrRIMINATION CLAUSE 


The plenary power of Congress over interstate commerce® had been 
long established when the Shreveport case of 1914 defined the role of 
Congress in regulating intrastate commerce. Justice Hughes there estab- 
lished the constitutional principle that: 


declared to be unlawful, it shall prescribe the rate, fare, or charge, or the 
maximum or minimum, or maximum and minimum, thereafter to be charged, 
and the classification, regulation, or practice thereafter to be observed, in such 
manner as, in its judgment, will remove such advantage, preference, prejudice, 
discrimination or burden... . 

8 355 U.S. 300 (1958). 

4 356 U.S. 421 (1958). 

549 U.S.C.A. § 15(a) (2) (1959). 

6 Gibbons v. Ogden, 22 U.S. (9 Wheat.) 1 (1824). 
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Wherever the interstate and intrastate transactions of carriers are 
so related that the government of the one involves the control of the 
other, it is Congress, and not the state, that is entitled to prescribe 
the final and dominant rule, for otherwise Congress would be 
denied the exercise of its constitutional authority, and the state, and 
not the nation, would be supreme within the national field.’ 


Based upon this principle the Court found that the ICC had the power 
to adjust intrastate rates so as to remove discrimination in favor of persons 
or localities in intrastate commerce. This important decision was added 
to the provisions of the Interstate Commerce Act by the Transportation 
Act of 1920,° which not only allowed but directed the ICC to remove 
discrimination between particular persons or localities engaged in inter- 
state commerce and particular persons or localities engaged in intrastate 
commerce. In addition, the act directed the ICC to remove “any undue, 
unreasonable, or unjust discrimination against interstate or foreign com- 
merce.” ® 

In the performance of these functions the Interstate Commerce Act 
required the ICC to establish or adjust rates so that the carriers as a 
whole or in designated groups would “earn an aggregate net income 
equal to a fair return on the aggregate value of their railroad property 
held and used for transportation.” 1° It further provided that the Com- 
mission 


shall give due consideration, among other things, to the transporta- 
tion needs of the country and the necessity . . . of enlarging such 
facilities in order to provide the people of the United States with 
adequate transportation." 


In R.R. Comm'n of Wis. v. Chicago B. & Q. R.R. the revenue discrimina- 
tion clause was interpreted to mean that: 


If the railways are to earn a fixed net percentage of income, the 
lower the intrastate rates the higher the interstate rates may have 
to be. The effective operation of the Act will reasonably and justly 
require that intrastate traffic should pay a fair proportionate share 
of the cost of maintaining an adequate railway system. 





7 Houston, E. & W. T. Ry. v. United States, supra note 1, at 351-52. 
8 Transportation Act of 1920, ch. 91, 41 Stat. 456. 

® Transportation Act of 1920, ch. 91, § 415, 41 Stat. 484. 

10 Transportation Act of 1920, ch. 91, § 422, 41 Stat. 488. 

11 [bid. 

12 257 U.S. 563, 586 (1922). 
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The Court also noted the dovetail relation between the purpose of 
§ 13(4) and § 15(a), in effect stating that one of the purposes for 
regulating intrastate rates is to provide and maintain an adequate railway 
system throughout the nation."* 

In 1933, § 15(a)(2) was amended to require the ICC to give considera- 
tion to the need, 


in the public interest, of adequate and efficient railway transporta- 
tion service at the lowest cost consistent with the furnishing of 
such services; and to the need of revenues sufficient to enable the 
carriers under honest, economical, and efficient management to 
provide such service." 


Stricken from the act was the provision requiring the ICC to establish 
rates so that the carriers as a whole, or in designated groups, would earn 
an aggregate net income equal to a fair return on the aggregate value of 
their railroad property. Among the reasons given for this change were 
the administrative difficulty of establishing a true valuation of railroad 
properties,’> and the commercial unrealism of precluding rates tailored 
to meet the needs of individual carriers.'* 

The Supreme Court continues to consider the purposes of § 13(4) as 
dovetailing with those of § 15(a). As recently as 1958, Justice Clark 
stated in the Milwaukee case: 


The basic objective of Section 13(4), applied in the light of Section 
15(a)(2) to this case, is to prevent a discrimination against the 
carrier’s interstate traffic which would result from saddling that 
traffic with an undue burden of providing intrastate services."? 


Today, intrastate traffic must bear a proportionate share of the total 
revenue needed to maintain an adequate and efficient railway transporta- 
tion system. § 13(4) does not specifically require that the total revenue 
need be fixed in terms of dollars; however, it will be seen that the 
Court’s holdings are uncertain in this area.'* 


III. Fixprvcs Required in REVENUE DISCRIMINATION CASES 
Prior TO THE 1958 AMENDMENT 


In Illinois Central R.R. v. Pub. Utilities Commm’n, the Court established 


13 Jd. at 586. 

14 Emergency Railroad Transportation Act of 1933, ch. 91, § 205, 48 Stat. 220, as 
amended, 54 Stat. 912 (1940), as amended, 49 U.S.C.A. § 15(a)(2) (1959). 

15][I-B SHARFMAN, THE INTERSTATE COMMERCE COMMISSION, 306-07 (1936). 

16 [bid. 

17 355 U.S. at 308. 
18 See p. 706, infra. 
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the rule that an order of the ICC will not supersede a state rate statute 
“unless, and except so far as, it conforms to a high standard of cer- 
tainty.” *° This requirement of certainty was expanded in Florida v. 
United States*® when the Court required the ICC to support its jurisdic- 
tion to revise rates not within its general control by specific findings as 
to whether those rates in any way constituted a burden on interstate 
commerce. 

Although there is not complete agreement on the fundamental ques- 
tion, “what is a finding?”, one authority describes it in this way: 


[A] finding is an assertion that a phenomenon has existed, does 
exist, or will exist. The finding stands for the fact. It is not the 
fact itself. Its function is to provide an acceptable basis for the 
exercise of power. It is based upon a reasoned inference from 
evidence.” 


This definition of a “finding” is reflected in the “clear justification 
doctrine” that the findings and the evidence underlying intrastate rate 
orders of the ICC must clearly demonstrate that the state-prescribed 
rate injuriously affects interstate commerce.” 

In North Carolina v. United States the Supreme Court established this 
rigid test for the exercise of ICC power: 


Since the enactment of § 13(4), as before its enactment, a state’s 
power over intrastate rates is exclusive up to the point where its 
action would bring about the prejudice or discrimination prohibited 
by that section. When this point—not always easy to mark—is 
reached, and not until then, can the ICC nullify a state-prescribed 
rate.?8 


In the Milwaukee case of 1958, the Court reaffirmed its position by 
stating that “whenever this federal power is executed within what would 
otherwise be the domain of state power, the justification for its exercise 
must ‘clearly appear.’” 24 The Court has left unanswered the question 
whether clear justification is a jurisdictional or a constitutional require- 
ment.?5 


19 245 U.S. 493, 510 (1918). 

20 282 U.S. 194, 212 (1931). 

21 Jaffe, Judicial Review: Constitutional and Jurisdictional Fact, 70 Harv. L. Rev. 
953, 966 (1957). 

22 Florida v. United States supra note 20, at 211-12. 

23 325 U.S. at 511. 

24 355 U.S. at 305. 

25 See page 718 infra. 
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Although it is settled that justification for the exercise of ICC intrastate 
rate power must clearly appear, there is disagreement as to what specific 
types of findings are necessary to support the justification. It is well 
established that no formal finding requirements are needed.” Since the 
original enactment of the revenue discrimination clause, the Supreme 
Court has found certain findings to be adequate while others have been 
declared inadequate. It will be shown, however, that this is still an 
area of controversy. 

A leading case frequently cited for determining the adequacy of find- 
ings under the revenue discrimination clause is Florida v. United States.?* 
In that case, to support its order for a state-wide increase in Florida’s 
transportation rates, the ICC found (a) there was a definite disparity in 
the rate levels between intrastate and interstate traffic, (b) the revenue 
from intrastate rates was not reasonably compensatory, and (c) there 
was in fact an unjust discrimination against interstate commerce. The 
Supreme Court, in striking down the order on the basis of inadequate 
findings, said: 


In the present instance, the Commission did not undertake to estab- 
lish a state-wide level of rates for the interstate transportation of 
logs, and in order to sustain the state-wide order as to intrastate 
rates . . . it must appear that there are findings, supported by 
evidence, of the essential facts as to the particular traffic and 
revenue, and the effect of the intrastate rates, both as existing and 
as prescribed, upon the income of the carrier, which would justify 
that conclusion.?® 


Although the Court’s attention was not specifically directed to the prob- 
lem, it could be reasonably inferred from the words, “particular traffic 
and revenue,” that a conclusion of discrimination in intrastate rates would 
not have to be based upon evidence as to the total intrastate operations 
of the carrier. 

In the North Carolina case of 1945, the Supreme Court again held 
that a finding of disparity in rates between interstate and intrastate 
commerce would not support an ICC order raising intrastate rates to the 
interstate level. The Court indirectly suggested what type of findings 
was required when it said: 


The Commission made no findings as to what contributions from 
intrastate traffic would constitute a fair proportion of the railroad’s 
total income. It made no finding as to what amount of revenue 


26 United States v. Louisiana, 290 U.S. 70, 80 (1933). 
27 282 U.S. 194 (1931). 
28 Id. at 212. 
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was required to enable these railroads to operate efficiently. In- 
stead, it relied on the mere existence of a disparity between what 
it said was a reasonable interstate rate and the intrastate rate fixed 
by North Carolina.” 


It could be inferred from this opinion that the ICC would be required 
to make a finding in respect to the total revenue need of the carrier 
and a finding as to the proportion intrastate traffic should contribute to 
the carrier’s total revenue need. A further implication in the North 
Carolina opinion is that particular intrastate rates are not to be evaluated 
as to their effect on interstate commerce apart from the effect of the 
particular rate in combination with the rates maintained on other seg- 
ments of the carrier’s intrastate operations. In other words, a carrier’s 
intrastate operations must be considered as a whole on the question of 
discrimination against interstate commerce. 

In King v. United States,° the basic issue was again adequacy of 
findings. In effect, the Court rejected the broad implications regarding 
specificity of needs in the North Carolina decision by stressing that 
North Carolina stands only for the proposition that a finding of disparity 
between intrastate and interstate rates will not justify a change in 
intrastate rates.*! The Court also reaffirmed the principle announced in 
Illinois Commerce Commr’n v. United States** that: 


Where the conditions under which interstate and intrastate traffic 
move are found to be substantially the same with respect to all 
factors bearing on the reasonableness of the rate, and the two 
classes are shown to be intimately bound together, there is no 
occasion to deal with the reasonableness of the intrastate rates more 
specifically, or to separate intrastate and interstate costs and reve- 
nues.33 


An equally important pronouncement in the King case related to what 
the Supreme Court considered a change in ICC policy. The Court held 
that the ICC in prescribing general interstate freight rates** to meet 
over-all revenue needs may give weight to deficits in passenger revenues.*® 





29 325 U.S. at 516. 

30 344 U.S. 254 (1952). 

31 Jd. at 270-72. 

82 292 U.S. 474, 483-84 (1934). 

33 344 U.S. at 273. 

34]Tt has been necessary for administrative reasons to prescribe general rates for 


the country, or regions of the country when feasible, rather than to consider in- 
dividual rates for carriers. See, e.g., United States v. Louisiana, 290 U.S. 70 (1933). 


35 King v. United States, supra note 30, at 263-64. 
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The Court noted that in the Five Per Cent Case,3* the Commission had 
decided that “each class of service should completely and independently 
provide its own proportionate share of expenses and profits.” 7 However, 
the Court also noted with approval a subsequent change of ICC policy 
which would allow raising of freight rates so as to offset losses incurred 
in passenger traffic.** This change in ICC policy was motivated by in- 
creasing passenger operating costs and heightened competition from other 


forms of transportation which made an increase of passenger rates 
futile.*® 


In stating that a finding was not required as to the amount of revenue 
needed for a proportionate share from intrastate traffic, the Court in the 
King case had rejected the implication of the North Carolina case that 
a finding in respect to the carrier’s total intrastate operations would be 
required. However, in allowing the ICC to consider passenger deficits 
in general freight rate cases, the basis was laid for the establishment of 
the totality rule in the controversial decisions which were to follow. 

In 1958, the King case took on new dimensions in the Milwaukee 
decision.*® Unlike the general freight rate situation of King, the Mil- 
waukee situation involved commuter-passenger rates. Even so, the Court 
set aside the Commission’s order on the ground that the Commission had 
not made findings reflecting a consideration of the carrier’s intrastate 
freight operations. In referring to the King case, which, as noted, allowed 
the ICC to offset passenger deficits by general freight rates, Justice 
Brennan said, “An equally broad power must be conceded to a state 
commission in the exercise of its primary authority to prescribe and 
adjust intrastate rates.” *' In effect the Court said that the state com- 
mission had found that the carrier’s total intrastate revenues were adequate 
and that the ICC findings must reflect the same scope in regard to the 
carrier’s intrastate operations. It was conceded in the majority opinion 
that the precise situation had not been considered by the Court before, 
but it was contended that the holding was not a departure from prior 
cases.42. Yet, there was no indication in the revenue discrimination cases 
cited by the majority** that intrastate traffic meant the carrier’s total 





36 31 I.C.C. 351, 392 (1914). 

37 King vy. United States, supra note 30, at 260. 

38 Id. at 264; Ex parte No. 168, Increased Freight Rates, 276 I.C.C. 9, 35 (1948). 

39 King v. United States, supra note 30, at 262; Ex parte No. 168, Increased Freight 
Rates, supra note 38, at 34. 

40 355 U.S. at 307-08. 

41 Td. at 307. 

42 Td. at 308. 


43 North Carolina v. United States, supra note 16; Florida v. United States, 292 
U.S. 1 (1934) ; United States v. Louisiana, supra note 26; Florida v. United States, 
supra note 20; R.R. Comm’n of Wis. v. Chicago, B. & Q. R.R., supra note 12. 
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intrastate operations rather than the segment of traffic under considera- 
tion. 

The Milwaukee decision also rejected an ICC finding that $77,000 
would be a fair proportion for the intrastate traffic to contribute to 
indirect costs and taxes. The Court stated: 


There is no finding of the total indirect costs and taxes to which 
contribution is to be made, nor any finding from which we may 
infer how the ICC derived its conclusion that a $77,000 contribu- 
tion was fair.** 


This reasoning is contrary to the King case, which expressly rejected 
the implication of the North Carolina case that specific findings in dollars 
would have to be made.*® 

Several months after the Milwaukee case the “totality” rule was 
affirmed in the Utab case.** This time a general freight rate revenue case 
was involved, as distinguished from the commuter-passenger rate situation 
in the Milwaukee case. In citing the Milwaukee opinion approvingly, 
the Court held that an ICC order raising intrastate freight rates must 
contain a finding reflecting consideration of intrastate passenger revenue. 
In a lengthy dissent by Justice Frankfurter, the “totality” holding was 
vigorously criticized. He declared that the holdings in both the Mil- 
qwaukee and Utah cases would place an unreasonable administrative burden 
upon the Commission.*? While he felt that any evidence presented as to 
the effect of a particular rate in light of total intrastate operations should 
be considered by the ICC, the burden of producing such evidence, in 
his opinion, is the responsibility of the parties claiming to be adversely 
affected.*® 

As to the lack of precedent for the Milwaukee and Utah cases, his 
criticism is valid. However, ICC policy has been to consider passenger 
deficits in general freight rate cases.“ The ICC has also declared that 
in a general rate case it would consider freight deficits in passenger rate 
proceedings.*° The charge that the administrative burden of totality 
is unreasonable is therefore weakened by the fact that the ICC itself 
has expressly assumed such burden in general rate cases. 


Justice Frankfurter also suggested that the “totality” requirement be 


44 355 U.S. at 309-10 n8. 

45 344 U.S. at 270-72. 

46 356 U.S. at 428-29. 

47 Id at 460 (dissenting opinion). 

48 Id. at 462-63 (dissenting opinion). 

49 Ex parte No. 168, Increased Freight Rates, supra Note 38. 
50 Ibid. 
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confined to the Milwaukee case situation, where an intrastate commuter 
operation, almost completely separate from the interstate operations of 
the carrier, was involved.*' This proposal is basically inconsistent with 
ICC policy. Although the ICC has declared that in general rate cases 
it would consider passenger or freight deficits, it has not extended the 
policy to a communter-passenger situation. 

Finally, Justice Frankfurter expressed concern that if a finding as to 
profitableness of the carrier’s entire intrastate operation was required, 
the ICC would be compelled to separate intrastate revenue and cost 
from interstate revenue and cost in every rate determination. This he 
thought would be contrary to the Illinois case of 1934.5? This points 
out one weakness of the Milwaukee and Utah decisions. Neither opinion 
stated what specific findings were required; they merely held that the 
total intrastate operations should be considered. In the Utah case the 
Court stated that a comprehensive study of intrastate operations was not 
needed,®* but it gave no clear indication as to what was needed. 

Several significant points should be made concerning the development 
of the totality rule. It appears that the economic problems of the rail- 
roads rather than the legal demands of § 13(4) opened the door to the 
concept. The ICC recognized the passenger operation problem and 
gradually changed its policy to allow passenger deficits to be offset by 
proportionately higher freight rates. The Supreme Court was indefinite 
in this area until the King case, when it endorsed the practical necessity 
of the ICC policy. The Milwaukee decision expanded the King case 
in two ways. First, it extended the totality rule beyond general freight 
rate cases to a situation in which commuter-pasenger rates were in- 
volved. Second, instead of giving the ICC discretion in the matter, it 
required that findings be made in respect to the carrier’s total intrastate 
operations, regardless of whether those operations were incurring def- 
icits. The Utah case, though a general freight rate case, supported the 
Milwaukee principle that findings are required in respect to the carrier’s 
total intrastate operations before an ICC order removing revenue dis- 
crimination will be sustained. 


IV. SEPARATION oF Costs AS AN EvIpENTIARY REQUIREMENT 


The Utah decision also constitutes a marked departure from prior 
Supreme Court decisions as to the evidence needed to support a required 
finding. Through the years in revenue discrimination cases the Court 
has been consistently liberal in upholding ICC findings as being supported 





51 Pub. Serv. Comm’n of Utah, supra note 4, at 460 (dissenting opinion). 
52 Illinois Commerce Comm'n v. U.S. supra note 32. 
58 356 U.S. at 459 (dissenting opinion). 
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by substantial evidence. An example of this latitude has been the discre- 
tion given the ICC in separating interstate costs and properties from in- 
trastate costs and properties. In the Wisconsin case of 1922, the issue 
arose as to whether, for purposes of property valuation, the Commission 
was required to separate interstate from intrastate property. The Court 
in interpreting § 15(a) said: 


To impose on the Commission the duty of separating property 
used in the two services when so much of it is used in both, and 
to do this in a reasonably short time for practical use, as con- 
templated by the statute, would be to assign it a well-nigh im- 
possible task.°* 


In Illinois Commerce Commission v. United States, the Court had to 
decide whether interstate costs and revenues had to be separated from 
intrastate costs and revenues. Answering in the negative, the majority 
opinion stated that: 


Where the conditions under which interstate and intrastate traffic 
move are found to be substantially the same with respect to all 
factors bearing on the reasonableness of the rate, and the two 
classes are shown to be intimately bound together, there is no 
occasion to deal with the reasonableness of the intrastate rates 
more specifically, or to separate intrastate and interstate costs and 
revenues. 


However, in the Utah case of 1958, this latitude was severely restricted 
when the Court held that the ICC finding of revenue discrimination was 
not based upon substantial evidence since there was no evidence com- 
paring interstate and intrastate costs. The Court stated that there was 


no positive evidence to indicate that the relative cost of intrastate 
traffic was as great as that of interstate shipments. The absence 
of such evidence is important, for it is not enough to say that 
interstate rates were higher on similar shipments for like distances 
. . . especially where, as here, there was some indication that in- 
trastate traffic moved at lower cost than interstate. 


It was also found that the evidence was insufficient to show that 
conditions were substantially the same in interstate and intrastate com- 
merce. According to the dissenting opinion of Justice Frankfurter, this 





54 257 U.S. at 588. 
55 292 U.S. at 483-84. 
56 356 U.S. at 426. 
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was the first ICC order in a revenue discrimination case under § 13(4) 
to be overturned on the ground that the evidence was insufficient to 
sustain a finding of revenue discrimination.** He contended that the 
requirement that interstate costs be separated from intrastate costs is 
contrary to the Illinois Commerce case, and that where operating con- 
ditions are substantially the same in interstate and intrastate traffic and 
there is intermingling of that traffic, no separation is required.* 

The majority, however, found that the evidence was insufficient to 
prove that conditions were substantially the same in intrastate and inter- 
state traffic. In fact, the Court concluded that conditions were favorable 
to the carrier’s intrastate operations. The four dissenters, on the other 
hand, considered the same evidence and concluded that the ICC was 
justified in finding the conditions in interstate and intrastate traffic sub- 
stantially the same. 

The Utah decision is not inconsistent with the Illinois Commerce 
Comm’n case of 1934, however, since the Court did not concede that 
the conditions in interstate and intrastate traffic were the same. Essentially 
the holding of the Utah case was that, when evidence is not sufficient 
to prove that conditions in interstate and intrastate operations are sub- 
stantially the same, then a comparison between interstate and intrastate 
costs is required to sustain a finding of revenue discrimination. 


V. 1958 AMENDMENT TO SECTION 13(4) 
A. Congressional Intent 


Shortly after the Utah decision, hearings in Congress disclosed the 
dissatisfaction of the rail carriers with the Milwaukee and Utah holdings. 
Illustrative of the attitude of railroad management toward the decisions 
were these remarks: 


The practical effect is going to be to greatly impede the effective- 
ness of the ICC control over intrastate rates. 

We believe therefore, that there must be an amendment to over- 
come the Milwaukee decision, and that amendment would simply 
relieve the Commission of the necessity of examining all operations 
in a State as a condition to finding that the rate for a given service 
results in unjust discrimination against interstate commerce.®® 





57 Id. at 456-57 (dissenting opinion). 
58 Id. at 437-38. 


59 Hearings on , Reilroad Problems Before a Subcommittee on Surface Transporta- 


tion of the House Committee on Interstate and Foreign Commerce, 85th Cong., 2d 
Sess., 239 (1958). 
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State railroad commissions were, of course, opposed to any such 
amendment, claiming that it would further reduce their power in the 
regulatory field. Typical of the views expressed by the state commis- 
sions is the following: 


The existing authority of the ICC over intrastate rates is entirely 
adequate to keep State Commissions from discriminating agai 
or burdening interstate commerce. . . . It is also a fallacy to leave 
the impression that by stripping State commission regulatory rights 
or bringing them under Federal control would eliminate the mount- 
ing railroad passenger deficit. . . . To do so would be a dangerous 
departure from the principles supporting the dual sovereignty form 
of government. 


However, other railroad legislation dominated the hearings and debates 
in Congress; consequently, the amendment was added to the Transporta- 
tion Bill without a great deal of attention. 

The conference report of July 24, 1958, throws some light on the 
intent of Congress. It first notes that, notwithstanding the proposed 
amendment, the 


Commission must still find that such rates cause undue, unreasonable, 
or unjust discrimination against, or undue burden on interstate 
commerce. The amendment deals only with the nature of the 
evidence to support such a finding.** 


Although the Utah decision did hold that evidence was insubstantial in 
regard to the separation of intrastate costs from interstate costs and in 
regard to the similarity of conditions in interstate and intrastate com- 
merce, neither the Milwaukee nor the Utah case held that evidence was 
insubstantial in regard to the carrier’s total intrastate operations. But the 
Court did hold in both cases that the findings were inadequate in respect 
to the carrier’s total intrastate operations. This raises the question whether 
the Court will interpret the amendment to mean findings, as well as 
evidence, even though the legislative history indicates that the amend- 
ment “deals only with the nature of the evidence to support such a 
findings.” The conference report went on to state that: 


If the holdings in these cases mean that the required finding of 
“undue, unreasonable, or unjust discrimination against, or undue 
burden on, interstate or foreign commerce” can be made only in the 
light of the overall statewide totality of a carrier’s operating re- 


60 H.R. Rep. No. 1922, 85th Cong., 2d Sess. 23 (1958). 
61 H.R. Rep. No. 2274, 85th Cong., 2d Sess. 11 (1958). 
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sults derived from its entire body of rates applicable within the 
State, it would preclude the Commission from making such a find- 
ing on a showing of only the effect of the particular rate or rates 
in question. The Commission could not, under such an interpreta- 
tion, continue to function effectively in removing unjust discrimina- 
tion against interstate commerce caused by intrastate rates and 
charges.® 


In criticizing the Milwaukee case a senate report noted that, “it is 
clear that this opinion . . . not only places an intolerable burden under 

resent accounting practices, but in addition presents an almost impos- 
sible obstacle because of the problem of segregating intrastate and inter- 
state expenses of rail operation.” 

A reasonable interpretation of these comments is that the objective of 
the amendment is to relieve the ICC from the administrative burden 
of considering the totality of the carrier’s operations and of separating 
interstate costs from intrastate costs. Inasmuch as a finding regarding 
the carrier’s intrastate operations would be an integral part of the ad- 
ministrative burden which Congress seeks to reduce, a further reasonable 
interpretation would be to include findings within the spirit and pur- 
pose of the amendment. 

Another question of interpretation is whether Congress intended a 
substantial change creating or withdrawing a power or duty, or whether 
it intended a formal change interpreting the original act.%° According 
to the conference report the intent was to make a formal or procedural 
change rather than a substantive one: 


The . . . amendments to paragraph (4) of Section 13 do not vest 
the Commission with jurisdiction that it does not have today but 
deal with procedures in the exercise of that jurisdiction better to 
strengthen the protection of interstate commerce as designed in 
this provision of the act.® 


The same report noted that the Milwaukee and Utah decisions would 
more likely cause a change in the regulatory system than would the 
amendment.** The argument that the amendment is substantive rather 
than procedural will be discussed in terms of constitutional issues later 
in this study. 





62 Id. at 11-12. 
63 S. Rep. No. 1647, 85th Cong., 2d Sess. 21 (1958). 

64 3 SUTHERLAND, STATUTES AND STATUTORY Construction, § 5505 (3rd ed. 1943). 
651 Id. § 1931. 

66 H.R. Rep. No. 2274, op cit. supra note 61, at 12. 

87 Ibid. 

68 See p. 718, infra. 
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B. ICC Application of the New Amendment to Section 13(4) 


The plain meaning® of the amendment is that the ICC is not obliged 
to but may, at its discretion, consider the separation of interstate and 
intrastate property, revenues, and expenses, as well as the carrier’s other 
operations. However, considered from the standpoint of its purpose 
of relieving the ICC of administrative burdens, the amendment does 
not appear to give the Commission power to disregard evidence on 
separation and totality presented by those claiming to be adversely af- 
fected. Justice Frankfurter in the Utah case favored the idea that the 
ICC should be relieved of the administrative burden of compiling separa- 
tion and totality evidence, but, at the same time, he took the position 
that the ICC should consider such evidence on these matters as other 
parties may present.”° 


In proceedings subsequent to the amendment there is language to 
indicate that the ICC intends to follow the “plain meaning” of the amend- 
ment, meaning that the Commission feels no obligation to consider the 
carrier’s total operations or evidence separating intrastate from inter- 
state costs, regardless of the fact that such evidence is presented by a 
state commission or by a carrier. In a Louisiana proceeding on intrastate 
rates the Commission interpreted the amendment in this way: 


It is thus plain that the intrastate operations of a respondent or 
respondents other than those operations immediately concerned 
need not receive our consideration in proceedings of this nature, nor 
is there need for a showing of the comparative costs of performing 
intrastate as distinguished from interstate operations.” 


Several days later in a Texas rate proceeding there was less certainty 
in the Commission’s interpretation of the amendment when it said: 


It thus appears that the intrastate operations of a respondent or re- 
spondents other than those operations immediately concerned need 
not receive our consideration in proceedings of this nature, nor 
is there need for a showing of the comparative costs of performing 
intrastate as distinguished from interstate operations."? 


While an air of uncertainty appears in these interpretations, in practice 
the Commission has considered evidence presented by the respondents 
on separation of costs and totality of operations. 


69 2 SUTHERLAND, op. cit. supra note 64, § 4502. 

70 356 U.S. at 462-63 (dissenting opinion). 

71 Louisiana Intrastate Passenger Fares, I.C.C. No. 32136 (Oct. 28, 1958). 
72 Texas Intrastate Passenger Fares, I.C.C. No. 32162 (Oct. 31, 1958). 
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Upon a further hearing on the rates involved in the Milwaukee™ case, 
the Commission considered the separation data presented by the re- 
spondent carrier to show that the intrastate passenger service rates in- 
volved were discriminating against interstate commerce, but it noted 
that such data was not essential. In a hearing on intrastate passenger 
fares in Louisiana,"* the parties presented no evidence separating costs, 
but the ICC did find that the operating conditions for both interstate 
and intrastate commerce were similar, a finding which the Supreme 
Court has held will obviate separation of costs. The same finding of 
similarity of conditions was made in Texas Intrastate Passenger Fares.” 
In the Jlinois Central Suburban Fares Case,"* where there were substantial 
operating differences between the interstate and intrastate operations of 
the carrier, the carrier presented evidence separating intrastate from inter- 
state costs, revenues, and properties. 

In regard to totality of operations, the declared policy of the ICC is 
still to give consideration to passenger deficits in general freight rate 
cases."7 Indeed, even in commuter-passenger rate cases, the Commission 
has shown a willingness to consider the carrier’s other operations. In the 
rehearing of the Milwaukee case the ICC found that the suburban service 
of the carrier should bear its direct costs and a fair share of the joint 
or direct costs and added: 


[I]n any event, the deficiency therefrom cannot be said to be made 
up by its other Illinois intrastate operations which are themselves 
being conducted at a deficit on a fully-distributed basis, exclusive of 
return.”® : 


Thus, although totality evidence was considered, no finding was made 
in respect to that evidence as was required in the Milwaukee and Utah 
cases. 

Although not considering itself obligated to do so, the apparent policy 
of the ICC is to consider evidence on separation and totality which may 
be presented by the parties, but where such evidence is not produced, 
because of impracticability of attainment, the ICC will proceed without 
it. Even where totality evidence is considered there is no indication 
that the Commission will make a finding in respect to that evidence as 
was required by the holdings in the Milwaukee and Utah cases. 


73 Chicago Intrastate Suburban Fares of Milwaukee R.R., I.C.C. No. 31742 (Oct. 
31, 1958). 


74 Supra note 71. 

7 Supra note 72. 

76 1.C.C. No. 32324 (Nov. 14, 1958). 
77 Supra note 73, at 8-9. 

78 Supra note 73, at 10. 
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VI. Limrts To FepeRAL Controt Over INTRASTATE RATES 


A. Applicability of the Administrative Procedure Act to Section 13(4) 
of the Interstate Commerce Act 


In Mississippi v. United States.”® the court, in reasoning to its conclusion 
that an ICC order raising intrastate rates was invalid for failure to separate 
intrastate from interstate costs, revenues, and properties, stated: 


Congress in enacting in 1946 the Administrative Procedure Act... 
made it mandatory that the reviewing court should set aside an 
order that was unsupported by substantial evidence and that it should 
review the whole record in making the determination. 


Clearly then, a conflict exists. The courts have declared that separation 
of costs is essential in the absence of a finding of similarity of conditions 
in order to satisfy the substantial evidence requirement of the Administra- 
tive Procedure Act (Hereinafter referred to as APA). Congress, on 
the other hand, has by its amendment declared that the Commission need 
not separate the costs, revenues, and properties when adjusting intrastate 
rates. 

Section 5 of the APA*! provides that the procedures of that act are 
applicable to hearings required by statute. And in § 7(c) of the APA® 
there is stated the substantial evidence requirement. However, § 7 also 


provides in paragraph (a) (3): 


[N]othing in this chapter shall be deemed to supersede the con- 
duct of specified classes of proceedings in whole or in part by or 
before boards or other officers specially provided for by or desig- 
nated pursuant to statute.** 


The effect of this provision is that an agency can show that it is 
exempted from the hearing requirements of the APA. 

While the legislative history of the Transportation Act of 1958 does 
not expressly indicate an intent to provide a special type of hearing 
where prospective ICC orders affecting intrastate rates are involved, 
it is clear from the amendment itself that insofar as separation of costs 





79 124 F. Supp. 809, (D.S.D. Miss. 1954), aff’d Illinois Cent, R.R. v. Mississippi 
Pub. Serv. Comm’n, 349 U.S. 908 (1955). 

80 Jd. at 814. 

81 There are exceptions to this general rule listed in the statute, but they are not 
Cisse) to the subject matter of this note. 60 Stat. 239 (1946), 5 U.S.C. § 1004 

82 60 Stat. 241 (1946), 5 U.S.C. § 1006 (1952). 
83 60 Stat. 241 (1946), 5 U.S.C. § 1006 (1952). 
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may have been previously required to meet the substantial evidence 
requirements of the APA, Congress intends that this particular pro- 
vision is no longer to be an essential element in intrastate rate orders of 
the ICC. 

In one construction and application of §§ 5 and 7 of the APA, the 
Supreme Court has stated in effect that in order to exclude a hearing 
required by statute from the provisions of the APA, such proceedings 
must be, as the act states, “specifically provided for by or designated 
pursuant to statute.” ** This interpretation of the APA was made on 
review of a deportation order arising from a proceeding which was not 
in conformity with the hearing officer requirements of the act.** Arguing 
for exemption of deportation hearings from the provisions of the act, 
| the Attorney General relied upon § 16 of the Immigration Act of 1917%* 
as justifying deviation from the hearing officer requirements of the act. 
The Court, however, rejected this contention and viewed the act relied 
upon as being only a minor statement of authority.8’ The Court felt 
that something more specific than § 16 of the Immigration Act of 1917 
\ was needed and implied that an act spelling out a specific procedure 
would alone justify exemption from the APA.® 
5 While a special statute was necessary to escape the provisions of the 
: APA in deportation proceedings, it does not necessarily follow that the 
: same principle will prevail in ratemaking proceedings. In the first place, 
a this construction and application of the APA was made with regard to the 
hearing officer requirements of that act. Moreover, the Court in 
that case was mindful of the fact that a question of human liberty 
3 was involved in its decision. Another and perhaps the most significant 
3 distinction was the fact that the authority upon which the Government :) 
3 relied for exemption was prior in time to the APA. The amendment to 
§ 13(4) is subsequent to the APA and on that basis may be regarded 4 
(on the principle of statutory construction that where two statutes are 
in conflict the later in time prevails) as coming within the exceptional 





Fi proceedings provided for in § 7 of that act. It is likely, therefore, that 
‘ Ns a plea of the substantial evidence requirement in intrastate rate proceed- 
‘ ings will be disposed of by a ruling that Congress has manifested an : 
- a intention that the full requirements of the APA are not to be observed { 
ri S in ratemaking proceedings. 

& 

e & Wong Yang Sung v. McGrath, 339 U.S. 33, 52 (1950). 
. 85 60 Stat. 241 (1946), 5 U.S.C. § 1006 (1952). 


86 39 Stat. 885, as amended, 8 U.S.C. § 152 (1952). 3 
87 Wong Yang Sung v. McGrath, supra note 84, at 52. i 
88 Ibid. x 
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B. Constitutionality of Federal Control 


The constitutionality of federal control of intrastate rates has been 
tested frequently, and in each instance the power has been upheld by 
the courts. The latest such test occurred in State of Alabama v. United 
States,°® wherein the court contented itself with the disposition of this 
issue by citing Simpson v. Shepard,” Houston, E. W. & T. Ry. v. United 
States*' and others which consistently declare the validity of the power of 
Congress to regulate intrastate rates when necessary to the effective 
regulation of interstate commerce. 

Yet this dominant federal power is not unfettered. The courts, while 
consistently upholding the power of Congress, through the ICC, to re- 
move discriminations or burdens upon interstate commerce arising from 
intrastate rates, have been equally consistent in declaring that there must 
be a clear justification for this intrusion into what would otherwise be 
the exclusive concern of the states.” 


The clear jurisdiction doctrine, which has been repeatedly mentioned 
as a limitation on ICC power,” stands for the proposition that the findings 
and the evidence underlying intrastate rate orders of the ICC must clearly 
demonstrate that the state prescribed rate injuriously affects interstate 
commerce. It remains, uncertain, however, whether in so confining 
ICC authority over intrastate rates the Court relies upon the limited 
amount of power granted to the Commission by Congress, or asserts 
a prerequisite to constitutionality of federal control. 

If “clear justification” is merely a jurisdictional requirement, then the 
findings and the evidence required by it have been substantially reduced 
by legislative reaction to the judicial decisions which established® and 
expanded® it. On the other hand, if it is a constitutional requirement, 
then notwithstanding the amendment to § 13(4), the ICC may be re- 
quired to separate interstate from intrastate costs, revenues and properties 
and to consider the totality of intrastate operations in intrastate rate 
discrimination proceedings. Even assuming that the clear justification 
doctrine is jurisdictional, the ICC may still be required to separate 
properties and revenues and to make findings on totality of operations if 





89 141 F. Supp. 488 (N.D. Ala. 1956). 

90 230 U.S. 352 (1913). 

91 234 U.S. 342 (1914). 

92 Florida v. United States, 282 U.S. 194, 211-12 (1931). 

93 See, e.g., North Carolina v. United States, 325 U.S. 507 (1945); Florida v. 
United States, supra note 92. 

94 Cf. ForKoscu, ADMINISTRATIVE Law, § 343 at 748, (Ist es 1956). 

95 Florida v. United States, supra note 92. 

96 See Utah Pub. Serv. Comm’n v. United States, supra note 4; Chicago, Mil- 
waukee, St. P. & P. R. R. v. Illinois, 355 U.S. 300 (1958). 
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suitable evidence in either of these regards is presented by parties 
affected. Such a ruling would be consistent with a construction of the 
new amendment in light of its purpose, viz., to relieve the ICC of the 
administrative burden involved in these aspects of intrastate rate deter- 
minations. This would, of course, be contrary to the ICC’s interpreta- 
tion that it is not obligated to consider such evidence.®* 

While uncertainty prevails as to whether a jurisdictional or a con- 
stitutional requirement is involved in the clear justification doctrine, 
it may be noted that the Court has heretofore assigned constitutional 
reasons for requiring findings of fact.** On the other hand, the findings 
required by the clear justification doctrine have been referred to as 
“merely part of the need for courts to know what it is that the Com- 
mission has really determined.” ®* From this point of view the formal 
and explicit findings are required in order that the Court may make an 
intelligent review and ascertain that the Commission has decided the issues 
actually in controversy.’ 

In North Carolina v. United States, the Court spoke of the findings 
which established clear justification as being essential to the exercise of 
intrastate rate power by the Commission: 


The Interstate Commerce Commission is without authority to sup- 
plant a state-prescribed intrastate rate unless there are clear find- 
ings, supported by evidence, of each element essential to the exer- 
cise of that power by the Commission.’ 


Assuming that the Court by the words, “without authority,” was re- 
ferring to the absence of a congressional grant of power, this language 
would indicate that the findings are jurisdictional and not constitutional 
requirements. Not since Panama Refining Co. v. Ryan’ has the Supreme 
Court assigned constitutional reasons for the finding requirements, and 
according to one authority, it is unlikely to do so.’ Moreover, “the 
Constitution viewed as a continuously operative charter of government, 
is not to be interpreted as demanding the impossible or the impracticable 
from Congress.” 1 


97 Supra note 71. 
98 Panama Refining Co. v. Ryan, 293 U.S. 388, 433 (1934), Held, The President’s 
action, unsupported by findings of facts, in prohibiting shipment in interstate com- 


merce of petroleum produced in contravention of state laws was “without con- 
stitutional authority.” 


98 City of Yonkers v. United States, 320 U.S. 685, 694 (1944) (dissenting opinion). 
100 Jd. at 695. 

101 325 U.S. 507, 511 (1945). 

102 Supra note 98. 

103 2 Davis, ADMINISTRATIVE LAW TREATISE, 443 (1st. ed. 1958). 

104 Opp Cotton Mills v. Adm’r, 312 U.S. 126, 145 (1940). 
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The alleged impracticability, and in some instances impossibility, of 
separating intrastate from interstate costs, revenues, and properties was 
a primary reason for insertion of the provision obviating separation by 
the ICC in its intrastate rate determinations.' 


VII. CoNncLusion 


Assuming the constitutionality of the new amendment its full implica- 
tion is that Congress has the authority to decide what types of evidence 
and findings are needed to support an ICC order in revenue discrimina- 
tion cases. It would then be within congressional power to allow the 
ICC to ignore similarity of conditions in comparing interstate and in- 
trastate commerce. In effect it would mean that Congress by allowing 
the ICC complete discretion in the matter of findings and evidence could 
regulate intrastate rates with relatively little justification rather than 
with the particular justification which the Court has demanded. 

Yet the likelihood is that the Court will uphold the constitutionality 
of the amendment for the reason that a contrary result would place 
an impossible burden upon the ICC. To so hold would not abdicate 
judicial review of similar amendments but would merely recognize the 
practicalities of the situation. It would also be consistent with prior 
decisions that no particular findings are constitutionally required. 


There remains the question whether the Court will adopt the literal 
meaning of the amendment or whether it will emphasize its purpose. 
If a literal interpretation of the amendment is adopted it would mean that 
the ICC would not be required to consider separation and totality evi- 
dence whether or not consideration of such evidence would be burden- 
some. But if the administrative purpose of the amendment is emphasized 
the Court may well insist upon consideration of totality and separation, 
especially in those cases where the administrative burden would be 
minimized by the adducement of such evidence on the part of the 
carrier or a state commission. The probability of such an interpretation 
is increased by the fact that separation and totality evidence has been 
made available in proceedings subsequent to the amendment and has in 
fact been considered by the ICC. 


It is submitted that the administrative purpose rather than the literal 
meaning of the amendment should be adopted. Undoubtedly the separa- 
tion of intrastate and interstate costs, revenues and properties is an 
extremely complex problem for which no certain solution exists; but 
the absence of a perfect formula does not preclude the usefulness of 
such information in establishing the fairest division of revenue burden 
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105 H.R. Rep. No. 2274, op. cit. supra note 61, at 12. 
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between interstate and intrastate commerce. To the extent that such 
evidence can be adduced by the respondent parties the possibility of a 
greater degree of fairness in the distribution of revenue burden is in- 
creased while the administrative burden of the ICC is reduced to study- 


ing the separation and totality evidence and making such findings as 
are supported by that evidence. 








CASE NOTES 


CiTIZENSHIP—EVIDENCE—STANDARD OF ProoF NECESSARY TO OVERCOME 
Prior DETERMINATION OF CiTIzENsHIP—Lee Hon Lung v. Dulles, 261 
F.2d 719 (9th Cir. 1958). 


Petitioner alleged that he was born in Honolulu, Territory of Hawaii, 
on April 4, 1899, and was taken to China by his parents when seven 
months old. He returned to Honolulu from China in 1923 and in 1924 
was admitted as a Hawaiian born citizen of the United States by a board 
of special inquiry.’ Petitioner resided continuously in Honolulu until 
April 1957 when he was refused a passport on the ground that he was 
not a citizen. He thereupon instituted this action seeking a judgment 
declaring him to be an American citizen.? The District Court, in hold- 
ing against petitioner, found in effect* that the 1924 board decision had 
been obtained by fraud or error. Procedurally, this was established when 
the Government’s affirmative proof had equalled in weight all the credible 
evidence of citizenship, including the board decision, submitted by peti- 
tioner. Held, reversed; a determination of American citizenship by a 
board of special inquiry which is relied upon over a long period of time 
constitutes prima facie evidence of citizenship which cannot be over- 
come in subsequent proceedings except by a showing of fraud or error 
established by clear, unequivocal and convincing evidence. 

Citizenship has traditionally been regarded as a priceless benefit not 
to be conferred lightly* and not easily revoked once granted.®> There- 
fore, a claimant seeking admission to the United States must generally 
prove his claim by a preponderance of the evidence* and the Govern- 
ment, in setting aside a judicial grant of citizenship, must meet a high 
standard of proof that is clear, unequivocal and convincing.’ This rule 


1 Boards of special inquiry were appointed by the Commissioner of Immigration or 
inspector in charge at the various ports of arrival. Each board consisted of three 
members selected from such of the Immigration officials in the service as the Com- 
missioner General of Immigration, with the approval of the Secretary of Labor, 
designated from time to time, Immigration Act, § 17, 39 Stat. 887 (1917) (now 
Immigration and Nationality Act § 101(40) (4), 8 U.S.C. § 1101(40) (4) (1952)). 

2 Jurisdiction was based on § 360(a) of the Immigration and Nationality Act, 
66 Stat. 273, 8 U.S.C. § 1503(a) (1952), and the Declaratory Judgment Act, 62 
Stat. 964 (1948), (later amended by 63 Stat. 105 (1949), 28 U.S.C. § 2201 (1952)). 

83 Although there was no express finding of fraud or error, such a finding was 
implicit in the trial court’s opinion. See Lee Hon Lung v. Dulles, 261 F.2d 719, 721 
(9th Cir, 1958). 

4 United States v. Ginsberg, 243 U.S. 472 (1917). 

5 Baumgarter v. United States, 322 U.S. 665 (1944); Schneiderman y. United 
States, 320 U.S. 118 (1943). 

Lau Ah Yeu v. Dulles, 257 F.2d 744 (9th Cir. 1958); Ly Shew v. Dulles, 219 
F.2d 413 (9th Cir. 1954). 

7 Cases cited note 5 supra. 
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equates with the quantum of proof required of the Government in ex- 
patriation proceedings*® since, in challenging the citizenship status, the 
Government must persuade the trier of facts that there is a high degree 
of probability that the facts asserted by it are true.® There is, however, 
less uniformity concerning the Government’s burden where it attempts 
to set aside an administrative determination admitting one to citizenship. 
In the Third Circuit such a determination has the same practical effect 
as an adjudication, since the Government is held to the same high stand- 
ard of proof required in denaturalization proceedings.!° In deportation 
cases the Ninth Circuit has treated the prior administrative determina- 
tion as prima facie evidence of citizenship which can be overcome by 
some showing of fraud or error," and has indicated its disapproval of a 
requirement of a special quantum of proof.!2 Even within the Ninth 
Circuit, however, this presumption has not been accorded the same 
evidentiary value in all deportation cases, since the Government has not 
been held to any single standard of proof necessary to overcome it. Illus- 
trative of the different degrees of proof said to be required of the Gov- 
ernment are: “proof tending to establish” that the determination was 
improvidently made or fraudulently obtained,’ “some affirmative proof” 
that admission was fraudulently obtained, “contrary evidence” show- 
ing the prior finding was procured as a result of fraud or error,” “the 
decided preponderance of testimony,” ’* and “substantial evidence” of 
the claimant’s alienage.*” 


In Delmore v. Brownell'® the Third Circuit held that a letter from 
the Commissioner of Immigration, advising the claimant that he might 
properly be regarded as a native born citizen, constituted prima facie 
evidence of citizenship which could be overcome only by the clear, 
unequivocal and convincing evidence required in denaturalization cases. 
The court, in effect, accorded the same weight to the letter as it would 
to a naturalization decree or a board of inquiry finding.*® The court 
rejected the rule of the Ninth Circuit in Mah Toi v. Brownell, that the 





8 Nishikawa v. Dulles, 356 U.S. 129 (1958). 
% See note, 32 Cauir. L. Rev. 74, 75 (1944). 


10 Delmore v. Brownell, 236 F.2d 598 (3d Cir. 1956); Ah Kong v. Dulles, 130 
F. Supp. 546 (D.N.J. 1955). 


11 See Et Min Ng v. Brownell, 258 F.2d 304 (9th Cir. 1958) ; McGrath v. Chung 
Young, 188 F.2d 975, 977 (9th Cir. 1951). 


12 Cases cited note 22 infra. 

18 Leong Kwai Yin v. United States, 31 F.2d 738 (9th Cir. 1929). 

14 Choy Yuen Chan v. United States, 30 F.2d 516, 517 (9th Cir. 1929). 

15 Wong Kam Chong v. United States, 111 F.2d 707, 710 (9th Cir. 1929). 


16 Yuen Boo Ming v. United States, 103 F.2d 355, 358; Dong Ling v. United States 
30 F.2d 65, 66, 67 (9th Cir. 1929). 


17 Yuen Boo Ming v. United States, 103 F.2d 355, 358 (9th Cir. 1939) ; Lum Man 
Shing v. United States, 29 F.2d 500 (9th Cir. 1928). 
18 236 F.2d 598 (3d Cir. 1956). 
19 Jd. at 600. 
20 219 F.2d 642 (9th Cir.), cert. denied, 350 U.S. 823 (1955). 
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presumption created by a state court’s finding of native birth can be 
overcome by proof tending to balance and equalize the weight of all 
credible evidence. In Mah Toi, the court regarded ae facie evidence 
as a minimum amount creating a presumption of fact which could be 
overcome by a showing of substantial evidence.”4 


In the instant case the court distinguished Mab Toi on the ground 
that a different standard of proof applies where the prima facie evidence 
consists of a board decision instead of a state court finding. The court, 
alluding to earlier cases dealing with board decisions, concluded that 
none of them charged the Government with an special standard of 
proof in rebutting a prima facie case consisting of a board decision ad- 
mitting one to citizenship.2? The court then considered the clear, un- 
equivocal and convincing standard used in denaturalization cases and a 
plied in Delmore v. Brownell.** Fortified by the Delmore rationale, the 
court analogized the instant case with a denaturalization proceeding and 
concluded that since the Government’s position in each case is one of 
challenging the citizenship status, similar standards of proof should be 
required.** Another likeness which tended to strengthen the analogy 
was the similar grounds of fraud and error to which the Government is 
restricted when it challenges either a naturalization decree*> or an ad- 
ministrative determination of citizenship.** Furthermore, since in the 
principal case the petitioner had resided in Hawaii for over thirty years 
in reliance upon the board’s finding of citizenship, the court reasoned 
that he was in a position similar to one whose citizenship had been adjudi- 
cated by a court.*7 

The holding in the principal case is contrary to the long line of Ninth 
Circuit decisions holding the Government to no more than a showing 
of substantial evidence in establishing the fraud or error necessary to 
set aside a board’s finding of citizenship.?* Under the rule of the instant 
case the finding made at an administrative hearing, where the traditional 
rules of evidence are disregarded,”® is accorded more evidentiary weight 
than the formal findings of a state court which can, under the Mah Toi 
case, be overcome by substantial evidence. This rule is equivocal, how- 
ever, since the court, in establishing it, relied on the Delmore case where 





21 Jd. at 644; See also Louie Hoy Gay v. Dulles, 248 F.2d 421 (9th Cir. 1957). 


22 See Leong Kwai Yin v. United States, supra note 13, Choy Yuen Chan v. United 
States, supra note 14; Wong Kam Chong v. United States, supra note 15; Dong 
Ling v. United States, supra note 16; Yuen Boo Ming v. United States, supra note 
17; Lum Man Shing v. United States, supra note 17. 


23 Supra note 18. 

24 Lee Hon Lung v. Dulles, 261 F.2d 719, 723-24 (9th Cir. 1958). 
25 Cases cited note 5 supra. 

26 Cases cited note 11 supra. 

27 Lee Hon Lung v. Dulles, supra note 24, at 724. 

28 See cases cited note 22 supra. 


29 Willapoint Oysters, Inc., v. Ewing, 174 F.2d 676 (9th Cir.), cert. denied, 338 
U.S. 860 (1949). 
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the proceeding was even less formal than a board hearing.*® Moreover, 
in relying on the time element to support its decision, the court proved 
responsive to an argument that should have been equally persuasive in 
previous cases.* The argument, however, loses much of its force when 
it is considered that the deserving alien will generally be entitled to 
relief by way of a suspension in deportation proceedings if he can show 
a long residence in the United States and that his life is so interwoven 
with the pattern of life in this country that he would be a virtual alien 
in his country of origin.®? 

In adopting the standard of proof announced in the Delmore case the 
court rejected the less rigorous standards approved in its earlier de- 
cisions. Superficially, this would appear to eliminate the conflict between 
the two circuits. However, since the earlier cases were neither dis- 
tinguished nor overruled by the court, the “clear, unequivocal and con- 
vincing” standard cannot be regarded as firmly established in the Ninth 
Circuit. The court, by arriving at a just result through inconclusive 
reasoning, only compounded the uncertainty already existing in this 
field. 

Keith S. Humpherys 


ConsTITUTIONAL LAw—COMMERCE CLAUSE—STATE TAXATION OF NET IN- 
COME OF FOREIGN CorPORATION DERIVED EXCLUSIVELY FROM INTER- 
STATE CoMMERCE—Northwestern Co. v. Minnesota, 27 U.S.L.WeEeExk 
4141 (US. Feb. 24, 1959). 


Appellant was an Iowa corporation engaged in the manufacture and 
sale of cement. It was not licensed to do business in Minnesota, but it 
did maintain a small leased office there which served as headquarters for 
a five-man sales force. Appellant’s activities within the state were re- 
stricted to solicitation of orders which were subject to acceptance, 
filling and delivery from the Iowa plant. It did not own real estate, 
maintain a bank account, or warehouse goods within Minnesota. Minne- 
sota assessed appellant for back income taxes pursuant to a state statute 
which expressly applied to corporations whose income was derived ex- 
clusively from interstate commerce.! A statutory apportionment for- 





30 Delmore v. Brownell, supra note 10, at 600. 

31 See Mock Kee Song v. Cahill, 94 F.2d 975 (9th Cir. 1938) ; Wong Chow Gin v. 
Cahill, 79 F.2d 854 (9th Cir. 1935); But cf. Chun Kock Quon v. Proctor, 92 F.2d 
326 (9th Cir. 1937) ; Yuen Boo Ming v. United States, supra note 17. 

382 Note, 42 Va. L. Rev. 803, 824 (1956). 

1 Minn. Stat. ANN, § 290.03 (1959) provides in part: 


An annual tax for each taxable year, computed in the manner and at the rates 
hereinafter provided, is hereby imposed upon the taxable net income for such 
year of the following classes of taxpayers: (1) Domestic and foreign cor- 
porations . . . whose business within this state during the taxable year con- 
sists exclusively of . . . interstate commerce. . . . 
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mula? was utilized to determine the portion of appellant’s net income 
taxable by the state. Appellant contested the assessment on the grounds 
that the statute violated both the commerce and the due process clauses of 
the Constitution. The Minnesota Supreme Court upheld the statute® 
and the corporation appealed. Held, affirmed; net income from the 
interstate operations of a foreign corporation may be subjected to state 
taxation provided the levy is not discriminatory and is properly appor- 
tioned to local activities within the taxing state. 


The problem of determining the permissible extent of state taxation 
of interstate commerce is as old as the Constitution.* It is now well 
settled that interstate commerce can be made to pay its own way, 
provided the tax meets certain constitutional standards. A state may not 
impose a tax which discriminates against interstate commerce and pro- 
vides direct commercial advantages to local business,* nor may a state 
impose a tax directly on the privilege of engaging in interstate com- 
merce.’ The states have no power to tax the privilege of engaging in 
interstate commerce, because it is a privilege given by the national and 
not the state government.* The cases involving itinerant salesmen 
illustrate the Court’s refusal to uphold local taxes on the solicitation of 
interstate business.® Prior to 1938 the Court tested the validity of non- 
discriminatory state taxes by finding whether the tax was a direct 
burden on interstate commerce or had merely an indirect or remote 
effect on such commerce.!® The decision of Western Livestock v. 
Bureau of Revenue signaled the beginning of a more practical ap- 
proach” to the problem by holding that a fairly apportioned gross 
receipts tax does not violate the commerce clause when intrastate trans- 
actions are used as the tax base. 


Two early cases upholding state net income taxes, where income from 
transactions in interstate commerce was included in the computations, 





2 Minn. Stat. ANN. § 290.19 (1959) provides, in substance, that where business 
is done “partly within and partly without this state” there shall be apportioned and 
allocated to Minnesota, as income derived from the intrastate commerce done in that 
State, an amount equal to the ratio which the taxpayer’s (a) sales made within that 
State, (b) tangible property owned or used in that State, and (c) total payrolls 
paid in that State bear to the taxpayer’s totals of those factors. 

3 State v. Northwestern States Portland Cement Co., 250 Minn. 32, 84 N.W.2d 
373 (1957), prob. juris. noted, 355 U.S. 911 (1958). 

4 Brown v. Maryland, 25 U.S. (12 Wheat.) 419 (1827). 

5 Western Livestock v. Bureau of Revenue, 303 U.S. 250, 254 (1938); Michigan- 
Wisconsin Pipe Line Co. v. Calvert, 347 U.S. 157, 165 (1954). 

6 Memphis Steam Laundry, Inc. v. Stone, 342 U.S. 389 (1952). 

7 Spector Motor Service, Inc. v. O’Connor, 340 U.S. 602 (1951). 

8 See HARTMAN. STATE TAXATION OF INTERSTATE COMMERCE 61, 62 (1953). 

9 E.g., Robbins v. Shelby County Taxing Dist., 120 U.S. 489 (1887); Nippert v. 
City of Richmond, 327 U.S. 416 (1946). 

10 Barrett, State Taxation of Interstate Commerce—“Direct Burdens,” “Multiple 
Burdens’, or What Have You?, 4 Vanv.L.Rev. 496, 498 (1951). 

11 303 U.S. 250 (1938). 

12 HARTMAN, Op. cit. supra note 8, at 33. 
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upheld the taxes on the theory that they were based on business done 
within the state.* Both cases involved corporations doing substantial 
intrastate business in the taxing state. 

In Cheney Brothers Co. v. Massachusetts, the Court struck down 
a state tax based on corporate net worth when the corporation’s only 
contact with the state was maintenance of a sales office which was the 
base of operation for four salesmen who took orders subject to ac- 
ceptance and filling in the home office.1* The Court, in the case of 
Alpha Portland Cement Co. v. Massachusetts, placed much emphasis 
on the doctrine of the Cheney decision. There the Court struck down 
a state excise tax, based partially on apportioned net income, imposed 
on a corporation engaged exclusively in interstate commerce. The Court 
held that the corporation did no local business and there was no proper 
foundation for the tax.17 It must be noted that the tax was for the 
privilege of conducting business within the state’® and was not a net 
income tax as such. 

The controversial decision of Spector Motor Service, Inc. v. O’Con- 
nor’® was invoked to support both parties’ positions in the instant case. 
In that case, Connecticut imposed upon the franchise of foreign cor- 
porations doing business within the state, a tax on net income reasonably 
attributable to its business activities within the state. Spector involved a 
trucking company that was engaged exclusively in interstate transporta- 
tion and which had not been authorized by the state to engage in in- 
trastate trucking. The Court stated that a tax based on the privilege of 
carrying on a business that was exclusively interstate in character would 
be invalid no matter how fairly it was apportioned to business done 
within the state.?° 

The Court in the instant case placed much reliance on its per curiam de- 
cision in West Publishing Co. v. McColgan,?! which upheld a state tax 
on net income of foreign corporations when the income was fairly ap- 
portioned to activities within the state. In West the corporation em- 
ployed four salesmen within the state who maintained space in lawyers’ 
offices in exchange for use of books stored there. The employees took 
orders, and were also authorized to received payments, collect delinquent 





13 United States Glue Co. v. Town of Oak Creek, 247 U.S. 321, 329 (1918); 
Underwood Typewriter Co. v. Chamberlain, 254 U.S. 113, 120 (1920). 

14 246 U.S. 147 (1918). 

15 Td. at 148. 

16 268 U.S. 203 (1925). 

17 Jd. at 217, 218. 

18 Jd. at 214. 

19 Supra note 7. 

20 Jd. at 609. There has been much discussion of the possible effect of the decision 
on € cases involving state taxation of activities exclusively in interstate commerce. 
See Roesken, The Impact of the Spector Decision, 29 Taxes 523 (1951); Kraus, 
The Implications of the Spector Motor Service Case, 56 Dicx.L.Rev. 107 (1951) ; 
Cox, The State’s Power and Constitutional Limitations to Tax, 30 Taxes 638 (1952). 


21 328 U.S. 823 (1946). 
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accounts and make adjustments on complaints of customers. The cor- 
poration advertised in California legal periodicals that its local offices 
were those occupied by its employees. In upholding the tax in that case 
the Court cited United States Glue Co. v. Town of Oak Creek? and 
Memphis Natural Gas Co. v. Beeler*® which supported the proposition 
that a state may validly tax net income of a foreign corporation fairly 
attributable to activities within the state. 


In the instant case the State argued that a tax levied on net income 
wholly derived from interstate commerce was quite distinct from a tax 
on the privilege of engaging in interstate commerce such as was invali- 
dated in Spector. It contended that a net income tax, fairly apportioned, 
did not impose a direct burden on interstate commerce, did not dis- 
criminate against interstate commerce, and did not impose a “multiple 
burden” on such commerce. The appellant contended that Spector 
established the rule that any tax upon income produced exclusively 
from interstate commerce was unconstitutional. The Court placed 
much weight on the fact that the taxes were fairly apportioned to busi- 
ness activities within the state.2* There was no question as to the reasona- 
bleness of the state’s apportionment formula. The Spector decision was 
not regarded as controlling since it related solely to a tax on the franchise 
of a foreign corporation engaged exclusively in interstate operations. 
The Court considered that the incidence of a net income tax was quite 
distinct from that of a franchise or “privilege” tax.2° The dissent by 
Justice Whittaker minutely examined each case relied on by the majority 
and reached the conclusion that none of them supported the validity 
of a state tax on exclusively interstate commerce. He pointed out that 
those decisions have all involved situations where the corporation was 
doing both intrastate and interstate business within the taxing state.” 
The dissenters concluded that taxation of exclusively interstate commerce 
is a substantial regulation of it and repugnant to the commerce clause, 
absent congressional consent. 

The holding that states may tax net income of corporations whose 
activities within the state are exclusively in interstate commerce repre- 
sents a substantial extension of the West decision. In that case there were 
considerable local incidents to constitute intrastate commerce, or in- 





22 United States Glue Co. v. Town of Oak Creek, supra note 13. 

23 315 U.S. 649 (1942). 

24It is significant that forty eight percent of appellant’s total sales volume was 
derived from Minnesota customers. State v. Northwestern States Portland Cement 
Co., supra note 3, at 378. 

25 For a discussion of the “incidence” approach, see Barrett, “Substance” vs. “Form” 
in the Application of the Commerce Clause to State Taxation, 101 U.Pa.L.Rev. 740, 
(1953). “[Tlhe Supreme Court is still deciding many cases in terms of the formal 
incidence of the particular tax involved with but little regard for its substantive 
effect upon interstate commerce.” Id. at 740-41. See also Cox, The State’s Power 
and Constitutional Limitations to Tax: A Supplement, 30 Taxes 910 (1952). 

a — Sinon, How Can the States Tax Interstate Commerce?, 32 TAXES 
914 (1954). 
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state aspects of interstate commerce. Some of the activities engaged 
in by the company’s employees in California were a from and in 
addition to the purely interstate sale of law books. It has been stated 
that none of the four decisions cited in that opinion presented directly 
the problem of a net income tax on a corporation doing a wholly inter- 
state business.27 In the instant case it appears that the corporation had 
studiously avoided any local activities which normally would have 
constituted a sufficient link to the state to bring it under state tax juris- 
diction.** A reasonable argument could be made that the corporation 
had “stayed at home” and that its activities in Minnesota were no more 
than solicitation of orders, which is generally held not sufficient to 
create state tax jurisdiction over a foreign corporation.”® However, the 
Court accepted the minimum local activities engaged in by the cor- 
poration as sufficient to satisfy the jurisdictional argument under the 
due process clause and provide a basis for a tax on net income fairly 
apportioned to such activities. The United States Glue Co., Beeler and 
West cases pointed the way to the instant decision but they did not 
compel the result reached by the Court. The Cheney, Alpha and similar 
cases can be distinguished in that they involved taxes on the privilege of 
engaging in interstate commerce, but it seems clear that the practical 
effect of such taxes would have been substantially identical to that of 
the taxes imposed in the instant case. The dissenters accuse the majority 
of not facing the issue squarely in that they impliedly treated the case 
as if intrastate commerce was involved. 

The decision does aid somewhat in clarifying the already “tangled 
underbrush of past cases” in the field of state taxation of interstate com- 
merce,®® but it is apparent that terminology in the statute is still a most 
important element in determining validity of these taxes. 


Norvill Jones 


27 Barrett, supra note 10, at 520. 

28 For example, all personal property used in the Minneapolis office with the 
exception of postage stamps, was bought and paid for at the home office. State v. 
Northwestern States Portland Cement Co., supra note 3, at 387 (dissent). 

29 See Norton Co. v. Department of Revenue, 340 U.S. 534, 537 (1951) where the 
Court stated: 


Where a corporation chooses to stay at home in all respects except to send 
abroad advertising or drummers to solicit orders which are sent directly to 
the home office for acceptance, filling, and delivery back to the buyer, it is 
obvious that the State of the buyer has no local grip on the seller. Unless 
some local incident occurs sufficient to bring the transactions within its taxing 
power, the vendor is not taxable. 


380 See generally, Anderson, State Taxation of Interstate Commerce, 1952 Wasu.U. 
L.Q. 1 (1952). He comments as follows : 


An attorney can not competently advise his client on problems in this field 
ber we there is a Supreme Court precedent very similar to the problem in- 
volved... . 

The Court is solving each case as it arises without establishing detailed 
principles to prevent future litigation. . . . Id. at 27. 
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CONSTITUTIONAL Law—RacliAL DiscRIMINATION—ADMISSION TO MEMBER- 
SHIP IN CERTIFIED TRADE UNION IS PuRELY A PRIVATE CONCERN— 
Oliphant v. Brotherhood of Locomotive Firemen and Enginemen, 
262 F.2d 359 (6th Cir. 1958), cert. denied, 27 U.S.L. WEEK 3249 (Mar. 
9, 1959)* 


Appellants, Negro firemen, brought suit in a United States District 
Court, seeking to gain admission into the Brotherhood of Locomotive 
Firemen and Enginemen, the certified collective bargaining agent for 
the craft or class under the Railway Labor Act.1 The Brotherhood’s 
constitution limits its membership to “white born” applicants. The court 
denied relief on the ground that sufficient federal action was not present 
to subject appellee’s membership policies to judicial control, despite 
certification of the Brotherhood as the exclusive bargaining agent for 
the class or craft under the act.? Held, affirmed; membership policies 
of a private association, even though it is an exclusive bargaining repre- 
sentative under a federal act, are matters for its sole concern, and do not 
come within the purview of the fifth amendment to the United States 
Constitution. 


As a general proposition, the state courts have held that, in the absence 
of legislation to the contrary,’ a labor union, like any other voluntary 
association, has complete control over its own membership policies 
without any judicial interference or regulation.* This is predicated 
upon the theory that if admission could be compelled, persons whose 
interests were hostile and inimical to the labor organization could force 
themselves into membership and destroy the organization and its policies 
from within; and that it would be most impracticable for courts to 
compel men to receive into their social relationships others who were 
personally disagreeable. Ineligibility for union membership on racial 


*The petition for the writ of certiorari was denied on the ground that the 
context of the questions sought to be raised was too abstract to be determined. 


1 48 Stat. 1185 (1934), 45 U.S.C. §§ 151-64 (1952). 


2 Oliphant v. Brotherhood of Locomotive Firemen and Enginemen, 156 F. Supp. 89, 
93 (N.D. Ohio 1957). 


3 E.g., N.Y. Crv. Ricuts Law c.1 § 43 provided that: 


... No labor organization shall hereafter, directly or indirectly, by ritualistic 
practice, constitutional or by-law prescription, by tacit agreement among its 
members, or otherwise, deny a person or persons membership in its organization 
by reason of his race, color or creed, or by regulations, practice or otherwise, 
deny to any of its members, by reason of race, color or creed, equal treatment 
with all other members in any designation of members to any employer for 
employment, promotion or dismissal by such employer. 


See Railway Mail Ass’n. v. Corsi, 326 U.S. 88, 93 (1945), which held the above 
section constitutional. 


4Thorn v. Foy, 338 Mass. 337, 103 N.E. 2d 416, 417 (1952); Kanzler v. Local 
1303, AFL, 20 Wash.2d 718, 149 P.2d 276, 280 (1944); Chapman v. American 
Legion, 244 Ala. 553, 14 So.2d 225, 227 (1943). 


5 Miller v. Ruehl, 166 Misc. 479, 2 N.Y.S.2d 394, 396 (1938). 
6 Frank v. National Alliance of Bill Posters, 89 N.J.L. 380, 99 A. 134 (1916). 
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grounds does not render unenforceable the resultant collective bargaining 
contract between union and employer;’ nor is racial exclusion from 
membership illegal per se,® or violative of the equal protection clause of 
the fourteenth amendment.® Admission to union membership is a privi- 
lege, not a matter of right,’° and irrespective of the unfortunate circum- 
stances of the applicant, the refusal to admit him into membership is 
not actionable." 


However, a well-recognized exception to the general rule has arisen 
in situations where the labor organization holds a monopoly of the 
supply of labor in the locality, or attempts to maintain both a closed 
shop” and an arbitrarily closed or partially closed union.’* Injunctive 
relief against the union officials and damages are available to the ag- 
grieved party where the union has a closed shop agreement with the 
employer and the union arbitrarily refuses to admit the complainant to 
membership, thereby denying him an opportunity to work.’* Further- 
more, an employer who is cognizant of the fact that the union arbitrarily 
refuses the applicant membership is not justified in discharging an 
employee whom the union refuses to admit to membership.” 

This exception has been markedly illustrated through decisions rendered 
by California tribunals. In the notable case of James v. Marianship 
Corp.,* the court, in granting a preliminary injunction restraining the 
union from discriminating against Negro applicants for union member- 
ship, held that as the union possessed a monopoly in its field of industry, it 
had no right to exclude Negroes from membership directly or indirectly 
by prescribing unfair or intolerable conditions of membership. The 
court also noted that nothing in the National Labor Relations Act’? 
gave the union the right to keep a closed or partially closed membership, 
but that a reasonable interpretation of the act, together with its under- 
lying policy, would seem to require that unions selected as bargaining 


7 Marshall vy. Central of Georgia Ry., 147 F. Supp. 855, 859-60 (S.D.Ga. 1956). 

8 Dillard v. Chesapeake & O.Ry., 136 F. Supp. 689, 698 (S.D.W.Va. 1955). 

® Ross v. Ebert, 275 Wis. 523, 82 N.W.2d 316, 319-20 (1957). 
wane at 317; Colson v. Gelber, 192 Misc. 520, 80 N.Y.S.2d 448, 449 (Sup. Ct. 

11 Colson v. Gelber, supra note 10. 

12 A closed shop is one in which membership in a union. by an employee is 
required in order to obtain or retain employment. 

13 Wallace Corp. v. NLRB, 323 U.S. 248, 255 (1944); Wilson v. Newspaper 
and Mail Deliverers’ Union, 123 N.J.Eq. 347, 197 A. 720, 722 (1938); Wilson v. 
Hacker, 200 Misc. 124, 101 N.Y.S.2d 461, 466 (Sup. Ct. 1950). 

14 Dorrington v. Manning, 135 Pa. 194, 4 A.2d 886, 892 (1939); accord, Dotson 
v. International Alliance of Theatrical Stage Employees and Moving Picture Ma- 
chine Operators, AFL, 34 Cal.2d 362, 210 P.2d 5, 8-9 (1949). 

15 James vy. Marianship Corp., 25 Cal.2d 721, 155 P.2d 329, 340 (1944); Wallace 
ms 141 F.2d 87, 91 (4th Cir. 1944), aff'd on other grounds, 323 U.S. 
16 25 Cal.2d 721, 155 P.2d 329 (1944). 

17 49 Stat. 449 (1935), 29 U.S.C. §§ 151-68 (1952). 
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representatives must be open to all qualified persons who wish to join.’ 
In answer to the union’s argument that to compel the admission of 
Negroes would be to destroy the labor organization from within by 
persons whose interests were inimical to the union, the court stated that 
the union could validly reject applicants or expel members who re- 
fused to abide by any reasonable regulation or lawful policy adopted 
by the union.” 

Where the union had a closed shop agreement with the signatory em- 
ployer and arbitrarily excluded all Negro applicants for membership, 
the California Superior Court has held” that the closed shop contract 
was a type of monopoly which carries a responsibility with it, and that 
the public interest was directly involved because the defendant sought 
to control, by arbitrary selection, the fundamental right to work.” 
Similarly, where a defendant union refused to accept the plaintiffs into 
membership and at the same time prevented milk companies from supply- 
ing the plaintiffs (independent milk peddlers) with milk or milk prod- 
ucts, the same court, in permanently enjoining defendant’s coercive con- 
duct, stated that the defendant’s policies and actions, in seeking to 
strangle economically a minority group whose purpose was not inimical 
to the public interest or organized labor, transcended the bounds of 
legitimate conduct.?? Thus, a closed shop collective contract with a 
union which restricts its membership in an arbitrary fashion is void as 
against public policy; the union must surrender its monopoly derived 
from the closed shop contract unless it admits into full membership all 
qualified persons who carry on the trade. 

To prevent interruptions in the flow of goods in interstate commerce, 
Congress, through the Railway Labor Act, guaranteed freedom of 
association to employees of carriers and established machinery for the 
prompt and orderly settlement of disputes regarding grievances, rates 
of pay, rules and working conditions.** The peaceable settlement of 
labor controversies which may significantly impair the ability of an 
interstate carrier to fulfill its service to the public is a matter of public 
concern, and there is a duty on the part of the carrier to deal with the 
collective bargaining agent selected by the employees.** 

The Kansas Supreme Court in Betts v. Easley®® held that when a 
union was duly certified as the collective bargaining agent for the class 
or craft under the Railway Labor Act, a corresponding duty arose 
under the act to refrain from arbitrarily discriminating against any em- 


18 James v. Marianship Corp., supra note 16, at 337. 
19 Jd. at 338. 
20 Williams v. International Brotherhood of Boilermakers, Iron Shipbuilders 
and Helpers of America, 27 Cal.2d 746, 165 P.2d 903 (1946). 
21 Jd. at 906. 
22 Bautista v. Jones, 25 Cal.2d 746, 155 P.2d 343, 346-47 (1944). 
23 Railway Labor Act, 48 Stat. 1185 (1934), 45 U.S.C. 151(a) (1952). 
24 Virginian Ry. v. System Federation 40, AFL, 300 U.S. 515, 547, 552 (1937). 
25 161 Kan. 459, 169 P.2d 831 (1946). 
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ployee in matters affecting substantial rights. In Betts, the union refused 
to admit Negroes into full membership in the local, and had as its policy 
the admission of Negroes into separate lodges under the jurisdiction of 
and represented by the delegate of the nearest white local, and this under 
highly inequitable and unfair terms and conditions.** Judge Hock, speak- 
ing for a unanimous court in holding that the petition of the Negroes 
stated a cause of action, declared that as the union became the exclusive 
and sole bargaining agent under the Railway Labor Act, thereby pre- 
cluding minority group representation by minority agents, it could not 
arbitrarily discriminate against Negro applicants in the basic functioning 
of the union without violating the fifth amendment.?? 

The United States Supreme Court in Steele v. Louisville and Nashville 
R.R.*8 held that the exclusive bargaining agent under the Railway Labor 
Act was duty bound to represent all members of the class, whether union 
or nonunion, without discrimination. The Brotherhood’s conduct in 
enhancing the relative position of its members in derogation of the 
seniority rights of the Negro members of the craft who were not per- 
mitted membership into the Brotherhood is prohibited by the act and 
its policy.” This right to fair representation is of judicial cognizance,*° 
and is analogous to the statutory right of the employees to require their 
employer to bargain with the representative which they have chosen. 
Moreover, the Supreme Court in Conley v, Gibson*' stated that this 
duty to represent fairly all members of the class included the day to 
day administration of a collective bargaining contract. 

The court in the instant case seizes upon dictum in the Steele** case to 
support its position that membership policies are matters solely for the 
Brotherhood. However, the context of this dictum is most limited, for it 
distinctly indicates that it is only the act itself, and not the judicial proc- 
ess, which fails to impose restrictions on membership policies of labor 
organizations; a negative which is obviously correct on a ig of the 
text of the statute in the context of its legislative history. us, the 
court in the instant case erroneously failed to distinguish a labor organiza- 


— of Railway Carmen, Subordinate Lodge Constitution § 6, cl. C 


27 Betts v. Easley, supra note 25, at 839. 

28 323 U.S. 192 (1944). 

29 Td. at 202-04. See also, Tunstall v. Brotherhood of Locomotive Firemen and 
Enginemen, 323 U.S. 210, 213 (1944) ; Graham v. Brotherhood of Locomotive Fire- 
men and Enginemen, 338 U.S. 232, 239-40 (1949); Brotherhood of R.R. Trainmen 
v. Howard, 343 U.S. 768 (1952). 

30 Texas and New Orleans R.R. v. Brotherhood of Ry. and Steamship Clerks, 
281 U.S. 548, 556-57, 560 (1930); Virginian Ry. v. System Federation 40, AFL, 
supra note 23, at 547-48. 

81 355 U.S. 41 (1957). 

.32“While the statute does not deny to such a bargaining labor organization the 
right to determine eligibility to its membership, it does require the union, in 
collective bargaining and in making contracts with the carrie, to represent non- 
union or minority union members of the craft without hostile discrimination, fairly, 
pe rps gO and in good faith.” Steele v. Louisville and Nashville R.R:, supra 
note 28, at lb 
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tion certified as the exclusive bargaining agent for all members of a 
class or craft performing a public function dictated by a federal statute, 
from the ordinary type of voluntary, private association.** As the 
Railway Labor Act has guaranteed the rights to organize and bargain 
collectively through representatives of the employees’ own choosing,** 
it appears that the Negroes are denied these rights in the instant case. 
They are arbitrarily denied membership into the Brotherhood, thereby 
silencing their voice and vote on matters of substantial importance to 
them, yet they are not permitted to organize a bargaining representative, 
which would give them a realistic voice in the whole range of matters 
vital to them.*® 


Legion are the cases which reiterate the rule that the due process 
clauses of the fifth and fourteenth amendments afford protection only 
against governmental activity, and not against actions of private per- 
sons.** However, once a private group or association acts in the public 
sphere as an instrument for the fulfillment of state policy, constitutional 
safeguards are brought to the fore.**7 Membership in a labor organiza- 
tion is a valuable property right,°* and the right to select a bargaining 
representative under the Federal Railway Act is a property interest.* 
In the present case, therefore, the due process protection of the fifth 
amendment would seem to proscribe exclusion from membership as 
a deprivation of liberty and property*® resulting from action taken under 


33 Betts v. Easley, supra note 25, at 838; Tool Owners Union v. Roberts, 190 
Misc. 577, 76 N.Y.S.2d 239 (Sup. Ct. 1947). See James v. Marianship Corp., 
supra note 15, at 335 and Wilson v. Newspaper and Mail Deliverers’ Union, supra 
note 13, at 722. 


34 Supra note 1; Brotherhood of Ry. and Steamship Clerks v. United Transport 
Service Employees of America, 137 F.2d 817, 819 (D.C. Cir. 1943). See NLRB 
v. Jones and Laughlin Steel Corp., 301 U.S. 1, 33 (1937) which held that labor 
has a fundamental right to organize. 


35“We entertain grave doubt whether a union which discriminatorily denies 
membership to employees on the basis of race may nevertheless bargain as the 
exclusive representative in an appropriate unit composed in part of members of 
the excluded race. Such bargaining might have consequences at variance with 
the purposes of the Act.” Matter of Bethlehem-Alameda Shipyard, Inc., and 
Bethlehem Steel Co., 53 N.L.R.B. 999, 1016 (1943). See Betts v. Easley, supra 
note 25, at 843. See James v. Marianship Corp., supra note 15, at 337. 


36 Corrigan v. Buckley, 271 U.S. 323, 330 (1926); Shelley v. Kraemer, 334 U.S. 
144) (1948) ; Cogswell v. Board of Levee Com’rs, 142 F.2d 750, 751 (5th Cir. 


37 Smith v. Allwright, 321 U.S. 649, 663, 666 (1944). 


38 Local 57, AFL v. Boyd, 245 Ala. 227, 16 So2d 705, 711 (1944); Dusing v. 
Nuzzo, 177 Misc. 35, 29 N.Y.S.2d 882, 884 (Sup. Ct. 1941); De Mille v. American 
Federation of Radio Artists, AFL, 31 Cal.2d 139, 187 P.2d 769, 778-79 (1947). 

39 Texas and New Orleans R.R. v. Brotherhood of Ry. and Steamship Clerks, 
supra note 30, at 571. 

40 James v. Marianship Corp., supra note 15, at 339; Betts v. Easley, supra note 


3, +’ De Mille v. American Federation of Radio Artists, AFL, supra note 
, at b 
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exclusive power derived from a federal statute and in pursuit of a federal 
purpose.** 
Richard W. Schmude 


CoNSTITUTIONAL LAW—SEARCHES AND SEIZURES—SEARCH WARRANT IssUED 
ON THE Basis OF INFORMATION OBTAINED BY THE USE OF AN ELECTRONIC 
EAVESDROPPING Device INsERTED INTO Party Wati—United States v. 
Silverman, 166 F. Supp. 838 (D.D.C. 1958). Appeal Docketed, No. 
15186, D.C. Cir., June 9, 1959. 


With the owner’s permission police officers gained access to premises 
adjoining those leased by defendants. The officers overheard eo mir omen 
telephone and other conversations by the use of an electronic eaves- 
dropping device which utilized a spike inserted under the baseboard six 
to eight inches into the twelve inch party wall between the two 
premises.’ On the basis of these conversations a search warrant was issued 
by which evidence was seized. The defendants moved to suppress the 
evidence on the ground that the search warrant was based on information 
obtained in violation of the Constitution and the laws of the United States. 
Held, motion denied; eavesdropping by the use of a device inserted into 
a party wall is not an unreasonable search,? nor is it prohibited by 
§ 605 of the Communications Act of 1934.3 

In Olmstead v. United States* the Supreme Court held that wiretapping 
did not constitute a violation of the fourth amendment. Although the 
protection of the amendment had previously been extended to sealed 


41 Betts v. Easley, supra note 25, at 839; James v. Marianship Corp., supra 
note 15, at 339; Matter of Bethlehem-Alameda Shipyard, Inc., and Bethlehem 
Steel Co., supra note 36. But see Courant v. International Photographers, 176 
F.2d 1000 (9th Cir. 1949), which summarily rejected the contention that the union, 
acting as the certified statutory representative, was in essence an arm of the federal 
government. However, the court predicated its holding on Steele v. Louisville 
and Nashville R.R., 323 U.S. 192 (1944), which decided an altogether different 
issue. 

1For a discussion of the thickness of the wall and the use of the spike see Record, 
pp. 15-18, United States v. Silverman, 166 F. Supp. 838 (D.D.C. 1958) (Crim. No. 
730-58; renumbered Crim. No. 1135-58 due to a technical error in the original 
indictment). The opinion referred to the spike as a “wire.” 166 F. Supp. at 839, 
841. For a sketch * > spike see The Washington Post and Times yeti March 
19, 1959, § B, p. 7, col 

2U.S. Const. prvob 4 IV. Evidence obtained by federal officers ‘nies directly 
by an unreasonable search, or indirectly as a result of leads acquired in an unreasonable 
search, is inadmissible in criminal trials in federal courts. Weeks v. United States, 232 
po 398 (1914) ; Silverthorne Lumber Co. v. United States, 251 U.S. 385, 392 

3 The act provides: “[N]o person not being authorized by the sender shall intercept 


any communication and divulge . . . the = contents, substance, purport, effect, 
y 60s (19 of such intercepted communication . .” 48 Stat. 1103 (1934), 47 U.S.C. 
1952). 


4277 U.S. 438 (1928) (5-to-4 decision). But see 277 U.S. at 471 (dissenting 
opinion of Brandeis, J.). 
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letters in the mails,5 the Court found no analogy between a letter and 
a telephone message,® and said that a person installing a telephone in his 
house reasonably intends to project his voice outside, and thus acts at his 
peril in using the instrument.” Justice Brandeis, dissenting, warned that 
with the advance of scientific invention, even more effective and frighten- 
ing instruments would be developed for the invasion of a person’s 
privacy. The majority in Olmstead, while refusing to adopt “an en- 
larged and unusual meaning” of the fourth amendment, stated that Con- 
gress could protect the secrecy of telephone messages by legislation.® 
As a result of the public disapproval which greeted the Olmstead de- 
cision,’® Congress enacted § 605 of the Communications Act of 1934," 
prohibiting the interception and divulgence of telephone communica- 
tions.” 

In 1942 it was held, in Goldman v. United States,3 that the use of a 
“detectaphone” placed against the wall in the office adjoining defendant’s 
to overhear defendant’s telephone and other conversations did not con- 
stitute an illegal search. Section 605 did not apply because there was 
neither a2 communication nor an interception’® within the meaning 
of the act. The Court reasoned that an interception of a wire com- 
munication can occur only during the transmission of the communica- 
tion between the localities of the sender and receiver;'* the mere over- 
hearing of the message by an electronic instrument at the locality of one 
of the parties at the moment it is sent or received is not an interception.’* 


It was also held in Goldman that the fourth amendment was not 
violated despite the fact that in Goldman, as distinguished from Olmstead, 
defendant did not intend that his non-telephone conversations be pro- 


5 Ex parte Jackson, 96 U.S. 727 (1877). 


6277 U.S. at 464. But see 277 U.S. at 475 (dissenting opinion of Brandeis, J.), 
which says, “The evil incident to invasion of the privacy of the telephone is far 
greater than that involved in tampering with the mails.” 


7277 U.S. at 466. 
8 Jd. at 473-74. 
9 Id. at 465. 


10 See Westin, The Wire Tapping Problem: An Analysis and a Legislative Pro- 
posal, 52 Cotum. L. Rev. 165, 173 (1952). 


11 Supra note 3. 


12 The wiretapping ban extends to federal agents, and evidence obtained by them 
directly or indirectly as a result of a violation of the act is inadmissible in federal 
courts. Nardone v. United States, 302 U.S. 379, 381 (1937); Nardone v. United 
States, 308 U.S. 338, 341 (1939) ; cf. note 2 supra. 


18 316 U.S. 129 (1942). 
14 Td. at 133. 


15 Id. at 133-34; following United States v. Yee Ping Jong, 26 F. Supp. 69 (W.D. 
Pa. 1939). Contra, United States v. Polakoff, 112 F.2d 888 (2d Cir. 1940), cert. 
denied, 311 U.S. 653 (1940). 


16 316 U.S. at 134. 
17 Ibid. 
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jected beyond the confines of his office."* The Court felt that the distinc- 
tion was too nice for practical application.” 

- In On Lee v. United States,2° the Court extended the Goldman rationale 
to hold that there was no illegal search when a federal agent, concealing 
a radio transmitter on his person, entered defendant’s place of business 
and engaged him in incriminating conversation. The Court said that there 
is no violation of the fourth amendment when, by the use of subterfuge 
or fraud, conversations are overheard with the aid of electronic or 
mechanical devices.*4 Section 605 did not apply because there was no 
interference with a communications facility.?* 

After conflicting decisions in the lower federal courts on the matter,”* 
Rathbun v. United States** settled that there is no interception within 
the meaning of § 605 when, with the consent of one of the parties, a 
person listens in, or a conversation is recorded, on an extension phone. 

As was pointed out by defendants in the instant case, it is interesti 
to note the more recent views of Justices Frankfurter, Douglas, and Black, 
the only members of the present Supreme Court who were sitting at the 
time of the Goldman decision.”*= Justice Frankfurter dissented in Gold- 
man,* and stated that he agreed with the Olmstead dissents. All three 
of the Justices dissented in On Lee,?* Justice Douglas going so far as to 
say that he had been wrong in the Goldman decision. In Irvine v. 
California,® which allowed a state court to admit evidence obtained by 
police breaking and entering to conceal microphones in rooms, in- 
cluding the bedroom, of a home, the above three Justices again dis- 
sented.*° The majority in Irvine, while refusing to prohibit the state 
courts from admitting illegally obtained evidence,®! decried the flagrantly 
unlawful entries of the police, and characterized electronic amplifyi 
and recording devices as “frightening instruments of surveillance and 
invasion of privacy.” *? 





18 Jd. at 135. 

19 [bid. 

20 343 U.S. 747 (1952). 

21 Id. at 753. 

22 Id. at 754. 

23 Compare United States v. Lewis, 87 F. Supp. 970 (D.D.C.), rev'd on other 
grounds, 184 F.2d 394 (D.C. Cir. 1950), with United States v. Stephenson, 121 F. 
Supp. 274 (D.D.C. 1954), appeal dismissed, 223 F.2d 336 (D.C. Cir. 1955). 

24 355 U.S. 107 (1957). 

25 See Record, supra note 1, at 7-11. 

26 316 U.S. at 136. 

27 343 U.S. at 758, 762. 

28 Id. at 762. 

29 347 U.S. 128 (1954). 

30 Id. at 139, 142, 149 (Black, J. dissented on grounds other than illegal search). 

81 See Wolf v. Colorado, 338 U.S. 25 (1949). 

82 347 U.S. at 132. The defendants in the instant case argued that the Irvine dicta 
destroyed the concept behind Olmstead and Goldman, and that Goldman no longer 
represents the views of a majority of the Court. See Brief for Defendants, pp. 4, 11, 
United States v. Silverman, supra note 1. 
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The instant case, although similar to Goldman in some res differs 
from it in that Goldman involved a detectaphone merely placed against 
a wall to overhear conversations in the next room, while the instant case 
involved the insertion of a spike at least half way into a party wall. In 
the District of Columbia,** as in the majority of states,°* owners of 
adjoining premises are not tenants in common of a party wall erected 
partly on the lands of each, but each owns in paths we the part which 
rests upon his land. The Supreme Court has said that a idea of a party 
wall is that of mutual benefit.*® Neither part owner of a party wall may 
use it to the detriment of the other.** It follows that the insertion of 
a spike over half way into a party wall would constitute a trespass to 
the adjoining property.*" 

While there are no decisions of the Supreme Court expressly holding 
that a trespass to a house or office renders a search illegal,** the majority 
in Olmstead said that an actual invasion of the house or curtilage con- 
stitutes a violation,®® and found that the wiretapping had been made 
without trespass upon defendant’s property.*® The Court stated in Gold- 
man that the use of the detectaphone had not been materially aided by 
a trespass.4t The On Lee decision is limited to situations where access 
to the listening post was not gained by trespass** or illegal methods. 

In the instant case the court held that § 605 does not extend to in- 
terception by an electronic instrument not in contact with the means of 
communication.‘ Since the instant case involved neither an interception 
during the transmission of a communication nor an interference with a 
communications facility, the court was undoubtedly correct in holding 
that the act did not apply.*® 





33 Fowler v. Koehler, 43 App. D.C. 349, 357, 362 (D.C. Cir. 1915). But see Moore 
v. Shoemaker, 10 App. D.C. 6 (D.C. Cir. 1897) (dictum), which states that the 
general rule is that adjoining owners are tenants in common of a party wall. 

3469 C.J.S. Party Walls § 1 (1951); see, e.g., S. A. Lynch Corp. v. Stone, 211 
Ga. 516, 87 S.E.2d 57 (1955). 

35 Smoot v. Heyl, 227 U.S. 518, 523 (1913). 

36 E.g., Everett v. Edwards, 149 Mass. 588, 22 N.E. 52 (1889); Spring Realty 
Corp. v. Ryan, 206 Misc. 37, 132 N.Y.S.2d 420 (Sup. Ct. 1954). 

37 “Every unauthorized entry on another’s property is a trespass ... .” Heller 
v. New York, N.H., & H. R. Co., 265 F. 192 (2d Cir. 1920). See generally PROSSER, 
Torts § 13 (2d ed. 1955). Another theory which might be advanced by the de- 
fendants is that the mere use of the party wall to transmit sound to the electronic 
instrument was a use detrimental to the lessee and should be prohibited. See cases 
cited, supra notes 35, 36. 

38 But cf. Hester v. United States, 265 U.S. 57 (1924), which holds that a trespass 
to open land does not render a search illegal. 

39 277 U.S. at 466. 

40 Td. at 457. 

41 316 U.S. at 135. 

42 343 U.S. at 751. 

43 Td. at 753. 

44 166 F. Supp. at 841. 

45 Although the result reached in the instant case as to § 605 is undoubtedly correct, 





TET TE aN Cee FEES he IY IME TY on 








CA RRR TES OREN ERE TES Se APA TRINA SS 





CASE NOTES 739 


As to the fourth amendment, the instant decision held that the searches 
and seizures provision is limited to physical invasion and the seizure of 
physical objects.* The court said that it would be ludicrous to distinguish 
the instant case from Goldman on the minute circumstances of the inser- 
tion of a “wire” a short distance into a party wall.*? The doctrine of 
de minimis non curat lex was applied to the distinction.** In what appears 
to be an afterthought, rather than a component of the reasoning, the 
court stated that it did not feel that a trespass had been committed.*® 


In view of the change of position of members of the present Supreme 
Court, the change of personnel of the Court, and the dicta of the Irvine 
decision, there appears to be a possibility that the Goldman holding 
concerning the fourth amendment will be reversed if the instant case 
reaches the Supreme Court. It must be emphasized, however, that there 
is a significant factual distinction between Goldman and Irvine. While 
the eavesdropping in Goldman was not aided by trespass, Irvine in- 
volved repeated unlawful entries into a home to conceal microphones. 
The Court’s criticism of police methods in Irvine was not directed solely 
to the use of microphones, but included, as an essential element, an attack 
upon the unlawful entries. It would be mere conjecture to suggest that 
on the basis of the Irvine dicta, Goldman no longer represents the views 
of a majority of the Supreme Court. 


Accepting the Goldman decision as law today, it is submitted that the 
instant holding is erroneous insofar as it concerns the fourth asicnd- 
ment. Notwithstanding the dictum to the contrary, the law of party 
walls leads to the conclusion that the insertion of the spike into the 
wall was a trespass—an actual invasion of the walls of defendants’ office. 
The Supreme Court’s decisions upholding electronic eavesdropping are 
limited to situations where trespasses did not aid in the eavesdropping.” 
To permit introduction of evidence obtained in searches involving tres- 
passes to homes or offices is to set a dangerous precedent for severely 
oppressive acts in derogation of the fourth amendment; such acts could 
occur in searches other than eavesdropping. If the instant decision is 
allowed to stand, future courts will be faced with the difficult and un- 
certain task of determining what degree of trespass renders a search un- 
reasonable. The facts of the instant case, primarily because of the 
“minute” character of the trespass, presented the court an opportunity 
to provide a clearly defined boundary, beyond which government officers 
could not transgress. 





the reasoning of the court in saying that the statute “does not extend to interception 
by electronic instruments” appears to go beyond previous cases, which hold that the 
facts do not amount to an interception during the transmission. See Goldman v. 
United States, supra note 13, at 134. 


46 166 F. Supp. at 840. 
47 Td. at 841. 

48 Ibid. 

49 Td. at 841 (dictum). 
50 But see Irvine v. California, supra note 29 (decided on other grounds). 
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While it is submitted that it would be possible for the instant decision 
to be reversed without overruling Goldman, and that such a result would 
be of value by clearly enunciating a policy prohibiting searches in- 
volving trespasses to homes or offices, it must be realized that the result 
would be of dubious value in the particular area of electronic eaves- 
dropping. In view of the rapid advances in electronics, it appears that 
science is capable of developing even more ingenious instruments which 
will operate effectively without penetrating, or indeed, without touch- 
ing, a wall. It would be ludicrous to suggest that a victim of electronic 
eavesdropping is any less aggrieved because his wall was not penetrated. 
It is submitted that the instant case emphasizes the desirability of the 
overruling of Goldman, for while the instant case presents a clear example 
of an unreasonable search, it differs from Goldman only by a matter of 
a few inches and a technicality. No reasonable distinction can be drawn 
between the injuries suffered by the defendants in the two cases. In 
determining the legality of electronic eavesdropping, the courts should 
look not to the methods, but to the results of the eavesdropping; and if 
it is determined that the privacy of a person’s home or office has been 
invaded without a warrant, the evidence obtained should be suppressed. 


George W. Warlick 


CopyRIGHTS—INFRINGEMENT—REGISTRATION AS A PREREQUISITE FOR 
BRINGING AN INFRINGEMENT Sutt—Vacheron & Constantin-Le Coultre 
Watches, Inc. v. Benrus Watch Company, 260 F.2d 637, 119 U.S.P.Q. 
189 (2d Cir. 1958). 


Plaintiff brought an action for infringement of his copyright upon a 
wrist watch. Defendant contended that the copyright was invalid since 
the Register of Co pee ghts refused to accept the watch as c W phe geen 
under Title 17 U.S.C. § 5g'. The District Court? dismissed the count 
on the ground that a wrist watch was not copyrightable subject matter 
under § 5g. Held, affirmed on different grounds; under 17 U.S.C, 
§ 13,3 the court in a ‘copyright infringement suit, does not have the power 


1 Copyright Act of July 30, 1947, 17 U.S.C. § 5(g) [ (hereinafter referred to as 
§ 5(g),] which allows the copyrighting of “works of art; models or designs for works 
or art.” 

2 Vacheron & Constantin-Lee Coultre Watches, Inc. v. Benrus Watch Co., 155 F. 
Supp. 932, 115 U.S.P.Q. 115 (S.D.N.Y. 1957). 


817 U.S.C. $13 (1952) (hereinafter referred to as § 13) provides: 
After copyright has been secured by publication of the work with notice of copy- 
right as provided by section 10 of this title, there shall be promptly deposited 
in the copyright office or in the mail addressed to the Register of Copyrights, 
Washington, District of Columbia, two complete copies of the best edition thereof 
then published . . . or if the work is not reproduced in copies for sale, there 
shall be deposited the copy, print, photograph, or other identifying reproduction 

to be accompanied in each case by a claim of copyright. No action or 
proceeding shall be maintained for infringement of copyright in any work 
until the provision of this title with respect to the deposit of copies and regis- 
tration of such work shall have been complied with. (Emphasis added.) 
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to determine whether a work is copyrightable under § 5g where the 
Register of Copyrights has refused to register the work as copyrightable. 

Works other than the writings of authors in order to be registered 
under the copyright statute must fall within the prescribed classes of 
subject matter outlined in § 5, Title 17 of the U.S. Code.* A copyright 
is obtained by publication with notice of copyright affixed to each copy 
published or offered for sale.5 But to be effective, this publication must 
be with proper notice.* Registration of a copyright is sought under § 13 
by depositing in the copyright office two complete copies of the best 
edition published. However, it has been held that fulfilling the require- 
ments of registration itself is merely a means of perfecting the copyright 
and not of obtaining it.” 

The copyright statute is to be liberally construed and useless techni- 
calities should not be allowed to cut down any benefits conferred by 
the act. Hence doubtful language in the act must not be read in any 
way to produce forfeiture of rights secured by copyrighting.® This 
policy has been followed by the courts and copyrights have been held 
enforceable even though there were mistakes in the registration affidavit,!° 
and in spite of the fact that the application for registration was filed before 
publication of the copyrightable work.'" Copyright protection has been 
secured where the deposit of the required copies with the Register, as 
required by section 13, did not take place until twenty-seven years from 
the date of publication with notice,!* even though the statute requires 
deposit promptly after publication.’* 

The right to maintain an action for copyright infringement is pro- 
hibited by § 13 if the author does not comply with the copyright act 
with respect to deposit of copies and registration. The mere fact that 
the plaintiff’s action is dismissed for failure to discharge his obligations 
under the copyright act does not preclude him from bringing another 
suit upon the same cause of action after he complies with the require- 
ments set down by the copyright act.* Thus § 13 is interpreted only as 
prohibiting the maintenance of an infringement suit where plaintiff has 
failed to comply with the requirements of the copyright act and not as 


417 U.S.C. § 5 (1952). 
517 U.S.C. $ 10 (1952). 
6 Krafft v. Cohen, 117 F.2d 579, 48 U.S.P.Q. 401 (3d Cir. 1941). 
TDavenport Quigley Expedition v. Century Productions, 18 F. Supp. 974, 32 
U.S.P.Q. 608 (S.D.N.Y. 1937). 
8 United States v. Backer, 134 F.2d 533, 57 U.S.P.Q. 133 (2d Cir. 1943). 
en rf Hirshon v. United Artists Corp. 243 F.2d 640, 113 U.S.P.Q. 110 (D.C. 
r. e 
1005 Inc. v. Wiesen-Hart, Inc., 238 F.2d 706, 111 U.S.P.Q. 318 (6th Cir. 
11 Lumiere v. Pathé Exchange, 275 Fed. 428 (2d Cir. 1921). 
12 See Note, Deposit as Publication Under Section 12 of The Copyright Code, 8 
N.Y.U. Intra, L. Rev. 202 (1952). 
13 Supra note 3. 
14 Rosedale v. News Syndicate Co., 39 F. Supp. 357, 50 U.S.P.Q. 27 (S.D.N.Y. 1941). 
15 Rosedale v. News Syndicate Co., supra note 14. 
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forever barring him from the right of suing upon the alleged act of in- 
fringement.’* While no action for infringement of a copyright can be 
maintained before copies are deposited and copyright certificate obtained, 
mere delay will not destroy the right to sue.'7 Where registration was 
refused by the Register on the grounds that the person was not the proper 
one to seek registration, an early case allowed him to maintain an action 
for copyright infringement.'* 

The power of the Register to refuse registration gives him discretion 
in determining what subject matter he may accept.!® The Register may 
properly refuse to accept for registration and deposit objects which he 
does not believe copyrightable under § 5.7° This discretion, however, 
gives the Register no power to refuse registration of a claim of copyright 
which has already been secured by publication and notice, if such claim 
is being based upon material which is expressly within the copyright 
statute.*1. Thus, the discretion which the Register has to exercise in de- 
termining what he has or has not the power to accept is not uncontrolled, 
but is subject to judicial correction.” This being so, the District Court of 
the District of Columbia under a writ of mandamus can compel the 
Register to accept a work as copyrightable where he has refused regis- 
tration;?* and any finding of fact or conclusion of law by the Register 
is not binding upon the District Court. 

The court in the instant case based its decision upon § 13 which was 
interpreted as precluding any person from suing for copyright infringe- 
ment where the Register of Copyright had refused to accept the watch as 
copyrightable under § 5g. The court stated that the issue presented in the 
instant case had not been decided before. The court distinguished as dicta 
the language in White-Smith Music Publishing Co. v. Goff,> covering the 
instant situation and allowing a plaintiff to sue for infringement despite 
the fact that the Register of Copyrights refused to register his work. 
Actually the power of the Register of Copyrights to refuse registration 
of a copyright where the copyright owner had complied with the 
formalities of registration was not recognized by the court in the White- 
Smith Music Publishing case, since there the plaintiff was allowed to 
sue for copyright infringement even though the Register refused regis- 


16 Washingtonian Publishing Co. v. Pearson, 306 U.S. 30, 40 U.S.P.Q. 190, rehearing 
denied, 306 U.S. 668 (1939). : 

17 Ziegelheim v. Flohr, 119 F. Supp. 324, 100 U.S.P.Q. 189 (E.D.N.Y. 1954). 

18 White-Smith Music Publishing Co. v. Goff, 187 Fed. 247 (1st Cir. 1911). 

19 Bouve v. Twentieth Century-Fox Film Corp., 122 F.2d 51, 50 U.S.P.Q. 338 
(D.C. Cir, 1941). 

20 Bailie v. Fisher, 258 F.2d 425, 117 U.S.P.Q. 334 (D.C. Cir. 1958). 

21 A U.S.C.A. § 9 (1944). Cf. Washingtonian Publishing Co. v. Pearson, supra 
note 

22 Bouve v. Twentieth Century-Fox Film Corp., supra note 19. 

23 United States ex. rel. Twentieth Century-Fox Film Corporation v. Bouve, 33 
F. Supn. 462, 45 U.S.P.Q. 411 (D.D.C. 1940), aff'd 122 F.2d 51, 50 U.S.P.Q. 338 
(D.C. Cir. 1941). 

24 Ibid. 

25 187 Fed. 247 (1st Cir. 1911). 
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tration of the extension of the copyright. This case did not involve a 
determination by the Register of whether the material sought to be copy- 
righted was copyrightable subject matter, but rather a determination by 
the Register as to whether the copyright statute precluded a proprietor 
from obtaining an extension of the copyright beyond the expiration date. 

The power of the Register to refuse registration of articles which the 
Register deemed not entitled to registration under the law was recognized 
by the court in Bouve v. Twentieth Century-Fox Film Corporation™* 
which involved a mandamus suit to compel the Register of — to 
register plaintiff's book as copyrightable. But the instant court did not 
determine whether the Register’s refusal of registration could subsequently 
bar the rights of the copyright owner from suing for infringement. 

The court in the instant case went further than the court in Bouve v. 
Twentieth Century-Fox Film Corporation in holding not only that the 
Register has the power to refuse registration, but also that the courts 
can not question the exercise of this power in an infringement action. 
Thus, the court placed a two-fold burden upon a plaintiff suing for copy- 
right infringement. He must prove that he discharged the obligations 
imposed on him by the copyright act and also that the Register has 
accepted his work as copyrightable. This burden was enforced upon the 
plaintiff by the fact that the court ordered a dismissal of his suit rather 
than merely suspending his cause of action or granting him interim in- 
junctive relief until such time as he was able to obtain a certificate of 
registration.?? By dismissing rather than suspending the plaintiff’s action, 
the court allowed the statute of limitations to run against his cause of 
action. This holding in effect reverses the liberal trend of decisions 
exemplified by Washingtonian Publishing Co. v. Pearson*® and United 
States v. Backer,® which construed the copyright act so as not to allow the 
rights of those seeking protection under this act to be forfeited by failure 
to comply with the technicalities of the copyright act so long as the 
copyright had been secured by publication and notice. 

The court, in extending the doctrine of the Bouve case, places the 
question of what constitutes a “work of art” under the copyright statute 
squarely within the jurisdiction of the Register of Copyrights. This is 
brought about by the court clearly recognizing for the time the 
Register’s power to refuse registration to works which he does not believe 
copyrightable. Hence, if this decision is adopted by the other circuits, 
the obtaining of a certificate of registration, which can only be granted by 
the Register, would not be a mere formality but rather an essential pre- 
requisite for securing the right to copyright protection. 


William H. Epstein 


26 122 F.2d 51, 50 U.S.P.Q. 338 (D.C. Cir. 1941). 
27 THE REGISTRATION OF COPYRIGHT, by Benjamin Kaplan. Study No. 14, General 
oa of the Copyright Law. Copyright Office, The Library of Congress, 39-40 
9). 
28 306 U.S. 30, 40 U.S.P.Q. 190, rehearing denied, 306 U.S. 668 (1939). 
29 134 F.2d 533, 57 U.S.P.Q. 133 (2d Cir. 1943). 
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CRIMINAL LAW AND ProceDURE—FEDERAL RULES OF CRIMINAL PROCEDURE 
—ExcusaBLe DeLay in Takinc Appgeat—Robinson v. United States, 
260 F.2d 718 (D.C. Cir. 1958), cert. granted, 358 U.S. 940 (1959). 


Judgment of conviction of manslaughter was filed against defendant 
on May 7, 1958, in the District Court for the District of Columbia. 
Twenty-one days later, on May 28, 1958, the same court granted de- 
fendant leave to take appeal in forma pauperis, and notice of appeal was 
filed on the same day. e Government moved to dismiss the appeal for 
lack of jurisdiction on the ground that notice of appeal was filed after 
the expiration of the ten-day period specified by rule 37(a)(2) of the 
Federal Rules of Criminal Procedure,’ and that, under rule 45(b),? the 
district court was without authority to enlarge the period for taking an 
appeal. Defendant’s trial counsel filed an affidavit that he had informed 
the trial court at the time of sentencing that defendant intended to a 
peal, and that the reason for failure to file the notice of appeal within 
ten days was that counsel, who had never before taken a criminal a ‘ 
had erroneously assumed that the period specified was thirty days, which 
is the period within which 7 must be filed in civil cases under rule 
73(a) of the Federal Rules of Civil Procedure.* Counsel and defendant 
each stated that they had thought the other would file a timely notice of 
appeal with the clerk of the district court. Held, motion to dismiss the 
appeal denied;> although the first clause of rule 45(b) provides that a 
district court is without authority to grant a period greater than ten days 
in which to take a criminal appeal, the second clause of the same rule 


1 Fep. R. Crim. P. 37(a) (2): 


Time for Taking Appeal. An appeal by a defendant may be taken within 10 
days after entry of the judgment or order appealed from... . 


2 Fep. R. Crim. P. 45(b): 


Enlargement. When an act is required or allowed to be done at or within 
a specified time, the court for cause shown may at any time in its discretion 
(1) with or without motion or notice, order the period enlarged if application 
therefor is made before the expiration of the period originally prescribed or as 
extended by a previous order or (2) upon motion permit the act to be done 
after the expiration of the specified period if the failure to act was the result 
of excusable neglect; but the court may not enlarge . . . the period for taking 
an appeal. ... 


3 Fep. R. Civ. P. 73(a) : 


When and How Taken. When an appeal is permitted by law from a district 
court to a court of appeals the time within which an appeal may be taken shall 
be 30 days from the entry of the judgment appealed from. . . . 


4 The case was remanded to the trial court for supplementation of the record to 
show whether that court intended its grant to be a finding that failure to act on 
time was due to excusable neglect; 260 F.2d 718, 720 (D.C. Cir. 1958). The trial 
court ruled that there was excusable neglect; D.D.C., Order, Crim. No. 63-58, 
United States v. Robinson, Oct. 8, 1958. 


5 Petition for Writ of Certiorari to the United States Court of Appeals for the 
District of Columbia, p. 3, United States v. Robinson, 260 F.2d 718 (1959). 
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provides that the court upon motion may permit an appeal to be taken 
after the expiration of ten days if it is satisfied that the failure to take 
the appeal on time was due to excusable neglect, and such permission is 
not a prohibited enlargement of the ten-day period. 

The essential public policy involved in limiting the time for taking 
appeals in criminal cases is the convenience and necessity of court ad- 
ministration involved in forcing an early termination of cases, and fixing 
a definite time when litigation shall end. The Advisory Committee on 
Rules submitted no note in explanation of subdivision (b) of rule 45.” 
However, its general note on rule 45 states that this rule in substance 
is the same as rule 6 of the Federal Rules of Civil Procedure. The Com- 
mittee’s note to subdivision (b) of the latter rule, entitled “Enlargement,” 
states that the language of that subdivision was “based on the view that 
there should be a definite point where it can be said that judgment is 
final... .”® 

The Federal Rules of Criminal Procedure, unlike the Federal Rules of 
Civil Procedure, make no provision for extending the time for taking an 
appeal on the grounds of neglect, mistake, inadvertence, or otherwise.’® 

The decision of the Court of Appeals in the instant case is in conflict 
with numerous decisions which have held that federal appellate courts 
are without jurisdiction to hear appeals from criminal judgments when 
not taken within the period prescribed by rule 37(a) (2). The strictness 
with which this view is sometimes enforced is illustrated by United 


6 Huff v. United States, 192 F.2d 911, 913-14 (5th Cir. 1951), cert. denied, 342 
U.S. 946 (1952). 


718 U.S.C.A. Rule 45, at 504 (1951). 
8 Ibid. 
9 28 U.S.C.A. Rule 6, at 234 (1951). 


10 United States v. Isabella, 251 F.2d 223, 226 (2d Cir. 1958) ; 4 Barron, FEDERAL 
PRACTICE AND PROCEDURE § 2482, at 405 (1951). The seriousness of the consequence 
of failure to take a criminal appeal on time is indicated by a remark made by Judge 
Holtzoff shortly after the present Federal Rules of Criminal Procedure became 
effective. He said that the provisions of rule 37(a)(2) requiring that a defendant 
not represented by counsel must be advised by the court of his right of appeal was 
included on the personal initiative of the late Chief Justice Stone, who had pointed 
out that “a defendant who represents himself at the trial may not be aware of the 
time limit on his right of appeal and may lose that privilege through lapse of the 
rather short period accorded for that purpose.” Alexander Holtzoff, Changes im 
Federal Criminal Procedure, 6 F. R. D. 277, 282 (1947). 


11 See United States v. Isabella, 251 F.2d 223 (2d Cir. 1958), (appellate court 
without jurisdiction of an appeal filed two days late owing to oversight or neglect 
of defendant’s attorney or member of his staff) ; Wagner v. United States, 220 F.2d 
513 (4th Cir. 1955), (appellate court without jurisdiction of an appeal filed late 
since strict compliance with this requirement is jurisdictional); Brant v. United 
States, 210 F.2d 470 (5th Cir. 1954), (appellate court without jurisdiction of an 
appeal filed 58 days after entry of order appealed from) ; Huff v. United States, 192 
F.2d 911 (Sth Cir. 1951), cert. denied, 342 U.S. 946 (1952), (appellate court without 
jurisdiction of an appeal filed late despite failure of clerk to mail notice of order 
appealed from to defendant, who had actual notice of the order); Banks v. United 
States, 240 F.2d 302 (9th Cir. 1957), (appellate court without jurisdiction of an 
appeal filed nearly 90 days following entry of judgment, where delay was due to 
failure of defendant to pay the required filing fee). 
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States v. Isabella, in which the Court of Appeals for the Second 
Circuit, held that it had no jurisdiction of an appeal filed on a Monday 
when the ten-day period prescribed by the rule expired on the preceding 
Saturday, even though this short delay was caused by mistake, inadver- 
tence or neglect of defendant’s counsel, who had stated verbally at the 
time of sentencing that an appeal would be taken. The court said that 
the question was one of jurisdictional power, that if it had had discretion 
in the matter it might well have exercised it in favor of the prisoner.’ 

The usual rule in state courts is the same as that in United States v. 
Isabella.1* However, relief occasionally is granted, as in State v. Price,® 
in which defendant’s counsel attempted in good faith to perfect an 
appeal, but through ignorance failed to do so within the time prescribed 
by the rules. The delay was not great, and the court held that defendant 
could be granted time in which to perfect the appeal despite the principle 
that a party is bound by and must suffer from inexcusable neglect of 
counsel.?¢ 

A countervailing public policy suggesting relief of the type granted 
in State v. Price!” and the instant case is suggested in Blunt v. United 
States,"® in which the Court of Appeals for the District of Columbia 
cited with approval a statement by the same court in Christoffel v. United 
States’® that 


in a criminal case in which a sentence of imprisonment is involved, 
there is a public interest against denial of consideration on appeal of 
substantial questions as to the lawfulness of the conviction. For 
if the conviction is erroneous it is abhorrent to justice that a de- 
fendant shall nevertheless suffer such a penalty for the crime 
charged. . . .?° 


In Christoffel, a distinction was drawn between neglect of counsel and 
personal neglect of defendant. The court held that the failure of counsel 
to perform professional obligations, although inexcusable, did not imply 
personal neglect of defendant. It was held that the court, although 
powerless under rule 45(b) to enlarge the time for filing record of 
appeal, could, acting in its supervisory role under rule 39(a),”* modify 





12 251 F.2d 223 (2d Cir. 1958). 

13 Jd. at 225. 

14 State v. Owens, 215 S.C. 20, 53 S.E.2d 869 (1949); People v. Kirk, 109 Cal. 
App. 2d 203, 240 P.2d 630 (1952). 

15 29 S.D. 419, 136 N.W. 1087 (1912). 

16 Jd. at 1088. 

17 Supra note 15. 

18 244 F.2d 355 (D.C. Cir. 1957). 

19 190 F.2d 585 (D.C. Cir. 1950). 

20 Jd. at 590. 

21 Fep. R. Crim. P. 39(a): 


Supervision in Appellate Court. The supervision and control of the proceedings 
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the district court’s order extending the time for filing the record so as 
to provide a further extension of such time.”? Similarly, in Wacker v. 
United States,?* a criminal appeal which had not been perfected within 
the time allowed was considered on its merits by the appellate court, and 
the court stated that if there had been any merit in the appeal the 
Government’s motion to dismiss on the ground that the appeal had not 
been perfected within the time allowed would be overruled, in view of 
the severity of the sentences that had been imposed by the trial court.** 

In Wallace v. United States,* the ten-day limitation was not strictly 
enforced on the ground that defendant, in jail without counsel, had no 
actual notice of the dismissal of his motion to vacate judgment, which 
commenced the running of the period, and that he filed notice of appeal 
promptly after receiving actual notice.” 

The willingness of the United States Supreme Court to consider con- 
stitutional questions that are belatedly raised has been clearly demon- 
strated.27 In Mooney v. Holohan,?* the Court dealt with the merits of a 
claimed denial of constitutional rights instituted some 18 years after the 
petitioner had been convicted in a state court. In Chessman v. Teets,* 
the Court said: 


We must be deaf to all suggestions that a valid appeal to the Con- 
stitution, even by a guilty man, comes too late, because courts, 
including this Court, were not earlier able to enforce what the 
Constitution demands. The proponent before the Court is not 
the petitioner but the Constitution of the United States. . . .%° 


In the instant case, the court distinguished between what it called “pre- 
expiration applications” (those instances in which the defendant, during 
the time period prescribed for taking appeals, applies for an extension 
of time in which to take appeal), and “post-expiration applications” 
(those instances in which the defendant fails to take any action whatever 
until after the expiration of the period).*t The court concluded that the 
prohibition in rule 45(b) against enlargement of the period for taking 





on appeal shall be in the appellate court from the time the notice of appeal is 


filed with its clerk . .. The appellate court may at any time... modif ree 
any order made by the district court . . . in relation to the prosecution of the 
appeal. ... 


22 190 F.2d 585, 594 (D.C. Cir. 1950). 
23 231 F.2d 659 (4th Cir. 1956). 

24 Td. at 660. 

25174 F.2d 112 (8th Cir.), cert. denied, 337 U.S. 947 (1949). 

26 Td. at 114. 

27 Chessman v. Teets, 354 U.S. 156, 165 (1956). 

28 204 U.S. 103 (1935). See also Price v. Johnston, 334 U.S. 266, 291 (1948). 
29 354 U.S. 156 (1956). 

80 Td. at 165. 

31 Robinson v. United States, 260 F.2d 718, 719 (D.C. Cir. 1958). 
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an appeal pertains only to “pre-expiration applications.” It rested this 
conclusion on the premise that a party who is able to file a simple appeal 
notice during the prescribed period is not actually in need of an enlarge- 
ment of the time, since the notice, without the statement of reasons if 
desired,32 could be filed more easily than could an application for an 
extension of time with a showing of cause. On the other hand, a party 
who fails to act during the prescribed period should be entitled to do 
so after the expiration of the prescribed period if the failure to act 
on time was caused by excusable neglect.** 

The Goverment’s petition for certiorari answers the court’s reasoning 
by contending that both of the clauses of rule 45(b) pertain to “enlarge- 
ment” of time, since the title of the paragraph itself is “Enlargement;” 
and that the granting of permission to file a late notice of appeal would 
be a prohibited enlargement of the time period, whether such permis- 
sion is granted before or after the expiration of the prescribed time.** 
The Government contends that the decision in the instant case is con- 
trary to the spirit of United States v. Smith,® in which the Supreme 
Court held that rule 33 of the Federal Rules of Criminal Procedure, in 
placing a five-day limit on making a motion for a new trial, prescribed 
a precise time within which the power of a court must be confined. 

The Department of Justice has stated that the question raised by the 
instant case is of great importance to the administration of criminal 
justice, as evidenced by the numerous court decisions on the matter. 
It has indicated that the reasoning applied by the court would affect 
not only the timeliness of appeals but also the timeliness of motions for 
new trial, arrest of judgment, and reduction of sentence under rules 
33, 34, and 35, which, in view of the provisions of rule 45(b), stand on a 
par with rule 37(a)(2) with respect to this particular problem.** 

The Government’s contention that the second clause of rule 45(b) 
pertains to “enlargement” of the time period for taking appeals does 
not coincide with the plain meaning of the language. As stated by Judge 
Rover, the purpose of this clause is to allow the court to permit 
the act to be done after the period has expired, if the failure to act on 
time was the result of excusable neglect.** 

Where a choice can be made between two possible constructions, of 





82 Fep. R. Crim. P. 37(a)(1) dispenses with the necessity of a statement of the 
grounds of appeal in the notice of appeal. See 4 Barron, FEDERAL PRACTICE AND 
Procepure § 2332, at 317 (1951). 

83 Robinson v. United States, supra note 31. 

84 Petition for Writ of Certiorari to the United States Court of Appeals for the 
District of Coiumbia, supra note 5 at p. 6. 

35 331 U.S. 469 (1947). 

36 Td. at 474-77. 

87 Petition for Writ of Certiorari to the United States Court of Appeals for the 
District of Columbia, supra note 5, at p. 7-8. 

38 Address by Judge Rover, Institute on Federal Rules of Criminal Procedure 
at the Catholic University of America School of Law, Washington, D.C., Nov. 5, 
1945, in 5 F.R.D. 243, 245 (1945). 
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which one would promote justice for the individual citizen, and the 
other would promote orderly court administration the choice should 
be on the side of justice for the individual citizen. A reasonable inter- 
pretation of rule 45(b) would allow appellate jurisdiction when an 
appeal is filed late because of excusable neglect. 

Karl S. Landstrom 


IncoME Tax—CapitTaL Garns IN MINERAL TRANSACTIONS—SALE Vv. LEAS- 
ING TRANSACTION—Commissioner v. Remer, 260 F.2d 337 (8th Cir. 
1958). 


The taxpayer acquired two stockpiled iron ore leases from the State of 
Minnesota which he subsequently transferred to a mining company in 
consideration of initial cash payments totaling $200,000 plus the sum 
of ten cents per ton of concentrates shipped from the property. The tax- 
payer reported the difference between the amount of his investment and 
the initial cash payment received as long term capital gain. The Commis- 
sioner disallowed this treatment and contended that the transaction was a 
sublease with the retention of an economic interest and that the cash 
payments were taxable as ordinary income subject to depletion. The Tax 
Court sustained the taxpayer and treated the cash payments as capital 
gain from the sale of the lease. Held, affirmed; where a contract for the 
sale of mineral rights shows an intent to divest the seller of all property 
in those rights, the covenant to pay the seller future sums measured by 
production does not constitute an economic interest in minerals in place. 


Retention by the lessor, sublessor or assignor of a lease, of an interest 
in production of mineral Gaposies is indicative of a continued economic 
interest in minerals in place. The reservation in the lease of a share of 
production income subjects advance cash consideration, received by the 
assignor, to treatment as ordinary income subject to the depletion allow- 
ance? This interest may consist only of a share of “net revgerell but in 
any event the possibility of profit must be dependent solely on the ex- 
traction and sale of the minerals. The legal form of the arrangement is 
not controlling,® but there must exist a capital interest in the mineral 
deposit and not merely an economic advantage derived through a con- 
tractual relationship.® 


Consideration received upon the transfer of mineral interests without 
the reservation of a royalty or other economic interest is a conversion 





1 Charles H. Remer, 28 T.C. 85 (1957). 
2 Palmer v. Bender, 287 U.S. 551 (1933) ; G.C.M. 22730, 1941-1 Cum. Butt. 214. 
3 Burnet v. Harmel, 287 U.S. 103 (1932); West v. Commissioner, 150 F.2d 723 
(5th Cir. 1945), cert. denicd, 326 U.S. 796 (1945). 
4 Kirby Petroleum Co. v. Commissioner, 326 U.S. 599 (1946). 
5 Lynch y. Alworth-Stephens Co., 267 U.S. 364 (1925). 
6 Helvering v. Bankline Oil Co., 303 U.S. 362 (1938). 
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of capital and subject to capital gains treatment.’ A similar result obtains 
when an assignor retains a production payment which will terminate 
at a time realistically short of exhaustion.§ Further, the transaction is 
classified as a sale where the consideration is payable in any event or 
from any source other than the production of minerals.® 

The court in the instant case concluded that the taxpayer retained a 
bare right to production, not constituting an economic interest. How- 
ever, its attempt to distinguish Palmer v. Bender'® seems unpersuasive. In 
that case oil and gas leases were assigned for a large cash consideration, 
and in addition the assignors reserved a share of the production obtained 
from the leases. In Burnet v. Harmel*! the Court had already rejected 
sale treatment of a typical oil and gas lease involving the reservation, 
by the lessor, of cash bonus and royalty. By simple analogy the Court 
resolved the question in Palmer v. Bender in favor of ordinary income 
subject to the eee allowance, as opposed to capital gain treatment. 
“Discovery” depletion” permitted a tax-free recovery of a capital value 
as enhanced by the discovery, but no corresponding advantage was 
available to the assignors on an outright sale of the leases. Thus, the 
result in Palmer v. Bender tended broadly to effectuate the policy of 
discovery depletion. Characterization of the transaction as a sale, in line 
with the Commissioner’s contention, would have produced an anomalous 
result, since the capital gain advantage under the statute then applicable 
was substantially less favorable than discovery depletion.” 

Palmer v. Bender would seem to preclude any transaction from being 
considered a sale if the assignor reserves a right to receive stated unit 
payments, based on production, which are not terminable prior to ex- 
haustion. In support of its position, the instant court placed great weight 
on the Supreme Court decision in Helvering v. Elbe Oil Land Develop- 
ment Co. This case may have been an attempt to depart from the 
rigidity of Palmer v. Bender. The transaction in Elbe involved an as- 





7 Commissioner v. Fleming, 82 F.2d 324 (5th Cir. 1936). For a thorough discussion 
of the cases in this area see, Benjamin, Recent Developments in the Field of Taxa- 
tion Affecting Oil and Gas Transactions, 32 Tut. L. Rev. 607 (1958). 

8 Badger Oil Co. v. Commissioner, 118 F.2d 791 (5th Cir. 1941). 

®Anderson v. Helvering, 310 U.S. 404 (1940). 

10 287 U.S. 551 (1933). 

11 287 U.S. 103 (1932). 

12 Revenue Act of 1918, ch. 18, § 214(a) (10), 40 Stat. 1067-68. Depletion was 
allowed to be computed on the basis of the property at the time of the discovery 
of oil and gas, or within thirty days thereafter, instead of on the previously used 
basis of original cost. Because of administrative problems in arriving at this value 
the present depletion allowance, based on a statutory percentage, was substituted 
by the Revenue Act of 1926, § 204(c) (2), 44 Stat. 16. 

13 Prior to the Revenue Act of 1921 capital gains were taxed at the same rate 
as ordinary income, and the transaction in Palmer v. Bender would have come under 
this treatment if a sale had been found. For a discussion of the gradual growth 
of the capital gain preference to its present significance see, Wells, Legislative History 
of Treatment of Capital Gains Under the Federal Income Tax, 1913-1948, 2 NaTL 
Tax J. 12 (1949). 

14 303 U.S. 372 (1938). 
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signment of oil and gas leases in consideration of fixed cash payments plus 
a share of net profits derived from production. The Court denied the 
depletion allowance, in respect of the cash payments, indicating the net 
profit share represented a part of the purchase price on the sale of the 
properties. ‘hereafter, subsequent decisions'® held that a net profits 
interest, reserved upon the assignment of an oil and gas lease, constituted 
an economic interest in the oil and gas in place. These decisions tended 
to inhibit the treatment of mineral transactions as sales, and again, to 
reinstate the inflexibility engendered by Palmer v. Bender. 

The existing preference accorded capital gains has now overtaken the 
advantages of percentage depletion resulting in the strange paradox of 
the parties finding their positions reversed. Taxpayers now mold their 
transactions as sales rather than in the form of a lease. However, the 
retention of rights to unit payments based on production, to avoid the 
possibility of underestimating the content of the mineral deposit, entails 
the risk of ordinary income treatment. On the other hand, a sale for a 
fixed total consideration involves the risk of loss where the estimate 
of the deposit is too low. 

Recent cases’* in the area of solid minerals, including the instant case, 
point up the dilemma posed by Palmer v. Bender and a resurgent judicial 
reluctance’? to permit the logical implications of that decision to preclude 
a sale of the assignor’s interest where, in addition to relatively large 
advance cash payments, the assignor has stipulated for a share of future 
production.*® 

However, attempts to construct subjective indicia of sales transactions 
result in cluttering an already hazy area with distinctions which might 
well have carried little or no weight with the Court in Palmer v. Bender. 
The disparity between capital gains and the depletion allowance,’ an 





15 Burton-Sutton Oil Co. v. Commissioner, 328 U.S. 25 (1946); Kirby Petroleum 
Co. v. Commissioner, supra note 4. 

16 Barker v. Commissioner, 250 F.2d 195 (2d Cir. 1957); Crowell Land Mineral 
Corp. v. Commissioner, 242 F.2d 864 (Sth Cir. 1957) ; Gowans v. Commissioner, 246 
F.2d 448 (9th Cir. 1957). These cases all involved agreements to pay fixed sums 
per unit based on production, and in each case sale treatment was allowed. For a 
discussion of non-petroleum cases see, Benjamin, Recent Developments in the Field 
of Taxation Affecting Oil and Gas Transactions, supra note 7, at 613-18. 

17 Cf. McLean v. Commissioner, 120 F.2d 942 (Sth Cir.), cert. denied, 314 U.S. 
670 (1941) ; Commissioner v. Fleming, supra note 7. In Fleming the court held that 
a sale takes place when consideration includes cash plus a retained production pay- 
ment, but the added retention of a royalty interest was held, by the court in McLean, 
to bring it within the rule of Palmer v. Bender. The Fleming decision would seem 
to be an instance of the court’s desire to retain some latitude for sale treatment in this 
area. 

18 Maude W. Olinger, 27 T.C. 93 (1956), held a sale where iron ore interests 
were sold for $202,500 and retained unit payments for all production over a stated 
amount. The high initial price was said to indicate a sale, and the retained unit 
payments were to remedy any inaccuracy in fixing the initial amount. 

19InT. Rev. Cope or 1954, § 611, allows a deduction for depletion of natural re- 
sources based on percentages, as prescribed by $ 613. Oil and gas wells are allowed 
a rate of 274% and iron ore 15%, but this can be contrasted to $ 1201 which reduces 
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anomaly brought about by changing tax laws, can be expected to gen- 
erate increasing attempts to distinguish the indistinguishable, and it may 
well show the way for sale treatment in many mineral and petroleum 
transactions. 

In the face of this trend of decisions there seems little expectation of 
satisfactory judicial solution of the difficulties. Possibly a more fruitful 
resolution of the problem lies in the legislative extension of capital gain 
treatment to non-operating shares of production from oil, gas and other 
mineral deposits, analogous to the existing treatment, in section 631(c),?° 
in the case of coal. 

Edward W. Le Baron, Jr. 


Om anp Gas—CERTIFICATES OF PuBLIC CONVENIENCE AND NECEsSITY— 
INDEPENDENT PropucEeRS THREAT Nor To SELL IN INTERSTATE CoM- 
MERCE—Public Service Comnrn of N. Y. v. FPC [The CATCO Case], 
257 F.2d 717 (3d Cir. 1958), cert. granted, 27 U.S.L. Week 3201 
(1959). 


In August 1956 four independent producers of natural gas (collective- 
ly referred to as the CATCO companies)! contracted with Tennessee 
Gas Transmission Co. for the sale of the largest reserve of natural gas 
ever committed to one sale. The initial rate of 22.4 cents per Mcf? set 
forth in the contracts was 4.4 cents higher than Tennessee Gas had ever 
paid. Pursuant to § 7(e) of the Natural Gas Act,* CATCO applied to 
the Federal Power Commission for certificates of public convenience and 
necessity authorizing the sale. Tennessee Gas applied for authority to 
expand its facilities in preparation for the purchase of the gas. Hearings 


taxable income by an amount equal to 50% of any gain and in no event may the tax 
exceed 25% of the total gain. (The reduction of income by 50% is only applicable to 
individuals.) This disparity can be shown by a simple example in an oil and gas trans- 
action. Consideration of $100,000 under percentage depletion would be taxable at 
ordinary rates, after a deduction from gross income of the amount of $27,500. 
Presuming no other income or deductions the tax would be $44,347.50. Under 
capital gains the maximum amount of tax would be $25,000, and this is presuming a 
zero basis. 

20 Int. Rev. Cope or 1954, § 631(c). Any holder of an economic interest in coal, 
other than an operator, may take capital gains on the disposal of the coal. Such 
owner will not be allowed to deduct percentage depletion, and the coal must be held 
for six months or more. 

1 Cities Service Production Company, The Atlantic Refining Company, Tidewater 
Oil Company, and Continental Oil Company. 

2 One thousand cubic feet. The contract rate includes a one cent gathering tax 
reimbursement. 

$52 Stat. 821 (1938), 15 U.S.C. § 717(£)(e) (1952). Section 7(e) provides that 
a certificate shall be issued to “any qualified applicant” if the Commission finds, 1) 
that such applicant is “able and willing” properly to perform the proposed acts or 
services and to conform to the provisions of the act and the Commission’s require- 
ments thereunder, and 2) that the proposed construction, acquisition or operation 
is or will be required by the present or future public convenience and necessity. In 
issuing such certificates, the Commission is authorized to attach “such reasonable 
terms and conditions” as the public convenience and necessity require. 
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on the applications were begun in February 1957, and the FPC twice 
determined that there was insufficient evidence to show that public con- 
venience and necessity required the sale of gas at such initial rate. 
Temporary certificates were first issued, pending investigation of the 
reasonableness of the rate. CATCO rejected the certificates, claiming 
that the economic risk involved foreclosed their acceptance. Permanent 
certificates were then issued, but conditioned on a subsequent showing 
of reasonableness under FPC rate imcrease procedures. The producers 
again objected and, on rehearing, made it clear that they would remove 
the gas from the interstate market if they were required to charge a rate 
lower than the contract price. Although no additional evidence as to 
reasonableness was adduced, the FPC nevertheless granted permanent 
certificates of public convenience and necessity without any condition 
affecting the initial price as originally set forth in the contracts.’ On 
proceedings for review of this order,® held, order vacated; the FPC has 
no authority to grant certificates of public convenience and necessity to 
producers of natural gas where its scope of inquiry as to the reasonable- 
ness of initial price is limited by the applicants’ threat to dispose of the 
gas in other than the interstate market.’ 

The Natural Gas Act of 1938% was the result of rapid expansion in the 
relatively new natural gas industry and the concomitant recognition that 
the public had an interest in the activities of the industry. Not only 
was there a need for the protection of consumers from monopolistic 
practices and excessive prices, but the financial stability of the natural 





*The permanent certificates were conditioned on an initial rate of 18 cents per 
Mcf. By creating an existing rate in this manner the producers were then entitled to 
file for an increase to the contract rate under § 4(e) of the Natural Gas Act, 52 
Stat, 821 (1938), 15 U.S.C. § 717(c)(e) (1952) rather than under $ 5(a) 52 Stat. 
821 (1938), 15 U.S.C. 717(d) (a) (1952). Under § 4, the FPC is empowered to 
suspend rate increases up to a period of five months, but it waived this power in the 
instant case by a promise to the applicants to limit suspension to a 24 hour period. 
Thus, the sale would have been permitted almost immediately at the initial rate 
proposed. CATCO would then have the burden of proving reasonableness of their rate 
and the consumers would have the benefit of refund provisions not available under 
$ 5(a) procedures. 

5FPC Order of June 24, 1957, Docket Nos. 11024 et al. 


6 An order of the FPC permitted intervention by petitioner and four distributing 
company customers of Tennessee Gas. Tennessee Gas was the only intervenor in 
favor of the CATCO applications. 

7 The court also held that the intervenors, as distributors of the natural gas to the 
ultimate consumers, were so “aggrieved” by the order as to have standing to ask for 
judicial review. The court noted that § 5 proceedings foreclose any possibility of 
refund of amounts which later may be determined to be excessive and, therefore, any 
claim that the intervenors had not exhausted their administrative remedies was lack- 
ing in merit. 

852 Stat, 821 (1938) as amended. 15 U.S.C. $ 717-17w (1952). 

®See Connole, General Considerations: A Nation’s Natural—Gas Pains, 44 Gro, 
L.J. 555, 557 (1956). 

_ © Beginning in 1927, the Federal Trade Commission conducted a series of investiga- 
tions of the natural gas industry, which was then free from federal ion. The 
FTC's final report, FTC, Urmrry Corporations, S. Rep. No. 92, pt. 84-a, 70 Cong., 
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gas companies supplying this vital fuel had to be assured, and natural 
gas, as a great resource, had to be guarded against the danger of deple- 
tion through waste and lack of effective conservation.!! Section 7 of the 
act, particularly subsections (c), (d), and (e) requiring that certificates 
of public convenience and necessity be issued by the FPC as a condition 
precedent to the sale of natural gas,!* was drafted with these precepts in 
mind. What constitutes the public convenience and necessity and what 
part the element of initial price plays in this determination, are major 
issues in the principal case. 

One year after the inception of the Natural Gas Act, the FPC set forth 
its views as to the showing requisite for the establishment of “public 
convenience” in Re Kansas Pipeline & Gas Co. and North Dakota Con- 
sumers Gas Co.** However, this lengthy opinion, which covered in detail 
requirements such as ability to meet demand and adequacy of facilities, 
summarily treated the matter of initial rates with a statement to the 
effect that proposed schedules and comparison with contemporary rates 
should be submitted with the certificate application.'* The Natural Gas 
Act provides for rate regulation in separate proceedings in provisions of 
the act distinct from § 7,!° and only recently has the question of initial 
rates received much attention as a factor to be considered in determining 
whether “public convenience and necessity” exists. 


The emergence of this issue in recent years stems from the 1954 Su- 
reme Court ruling in Phillips Petroleum Co. v. Wisconsin,’® which 
broughi the many independent producers of natural tna and the prices 
at which their gas was sold within the jurisdiction and regulatory powers 
of the FPC. However, prior to Phillips, the FPC often recognized in its 
annual reports to Congress that the rate feature of a proposed natural gas 


Ist Sess. (1927) (submitted to Congress in December 1935), noted that the industry 
was controlled by eight large holding companies which had effectively suppressed 
competition from smaller concerns. 

11 See McGrath, Federal Regulation of Producers in Relation to Conservation of 
Natural Gas, 44 Geo. L.J. 676 (1956). 

12 Subsection (c) reads as follows: 


No natural-gas company or person which will be a natural-gas company .. . 
shall engage in the transportation or sale of natural gas, subject to the juris- 
diction of the Commission, . . . unless there is in force with respect to such 
natural-gas company a certificate of public convenience and necessity issued 
by the Commission authorizing such act or operation. . . . 


The substance of subsection (e) is recited in note 3, supra. 

13 30 P.U.R. (N.S.) 321 (F.P.C. 1939). The FPC has continued to adhere to the 
standards expressed in this opinion. 

14 Jd. at 345. 

15 See note 4, supra. 

16 347 U.S. 672 (1954). This decision resulted in the controversial Harris-Fulbright 
Bill, H.R. 4560, H.R. 6645 (amended bill), S. 1853, 84th Cong., Ist Sess. (1955), 
which proposed to exempt independent producers from FPC regulation. The bill 
ended with President Eisenhower’s veto. 

17 An “independent” producer is one without corporate affiliation with an inter- 
state gas pipeline company. 
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service was an important element in the question whether the sale should 
be certified as required by the public convenience and _necessity.’® 
Inasmuch as investigative Ss under § 5(a) of the act are wr a 
long and complicated, without stipulation for refund of rates subsequent- 
ly found unreasonable,’ the FPC adopted the practice of issuing certifi- 
cates conditioned on a lower rate, allowing a later showing of reasonable- 
ness under rate increase procedures.” The 1942 Amendment to the 
Natural Gas Act authorized the Commission to attach such conditions 
to the issuance of certificates?! and this practice was sustained in Signal 
Oil & Gas Co. v. FPC.2? There the court upheld an FPC order granting 
a certificate conditioned on a lower rate where the circumstances clearly 
indicated that the rate proposed would trigger a general increase in the 
level of prevailing prices.** 

Then, in 1957, the Commission was confronted with the question 
whether it must regulate the initial rate in certifying a new supply of 
gas. In Florida Economic Advisory Council v. FPC,* distributors to the 
public challenged FPC orders granting certificates to a pipeline company 
on the ground that the Commission should have held a rate hearing to 
determine the lawfulness of the initial rates to be charged by the pipe- 
line’s supplier. The D.C. Circuit, noting that the proposed rates had not 
been originally attacked as unreasonable or unlawful, held that the rea- 
sonableness of initial rates could be resolved in a rate proceeding, rather 
than in a proceeding for certification of sale.** A factor influencing the 
court’s holding was its recognition that the suppliers might exercise their 
options to cancel the contracts if the project did not receive a timely 
certification.”® 

In Oklahoma Natural Gas Co. v. FPC,?* decided one month before 
the instant case, the same court, citing Florida, ruled that under findings 
that a failure to impose rate limitations would not be detrimental to 





181949 FPC Ann. Rep. 114; 1951 FPC Ann. Rep. 109. Cf. Judge Bazelon’s 
dissent in Oklahoma Natural Gas Co. v. FPC, 257 F.2d 634, 652 (1958), where he 
implies that prior to the Phillips decision, the FPC recognized a requirement that it 
examine rate proposals in certification proceedings, and that due to the tremendous 
increase in applications, had revised its interpretation of the act. 

19 See note 4, supra. 

201952 FPC Ann. Rep. 110, in which the Commission reported that an applicant 
“may be required to file a definite and specific rate as a condition to receiving a 
certificate. . . .” 

2156 Stat. 83 (1942), 15 U.S.C. § 717 (f) (e) (1952), which amended § 7, 52 Stat. 
824 (1938), 15 U.S.C. 717 (£)(c) (1952). 

22 238 F.2d 771 (3d Cir. (1956). 

23 Id. at 775. 

24251 F.2d 643 (D.C. Cir. 1957). The instant opinion ignored this case. 

25 Id. at 646. 

26 Td. at 647, n. 17. 

27 257 F.2d 634, 640 (D.C. Cir. 1958), petition for cert. withdrawn, Feb. 9, 1959. 
See also Sunray Mid-Continent Oil Co. v. FPC, 239 F.2d 97,101 (10th Cir.), rev’d 
on other grounds, 353 U.S. 944 (1956), where the court said: “Just as the Com- 
mission has authority to impose conditions upon the issuance of a certificate so, too, 
it has authority to refuse to impose conditions.” 
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consumers, FPC cannot always be required to attach rate conditions, in 
view of its continuing supervision over producer’s rates. In so ruling, 
the court stated that the element of initial price is but one factor to be 
considered in determining the convenience and necessity involved in a 
given sale and that other elements, such as consumer need, may replace 
contract price as the dominant consideration. The court emphasized 
that a certification proceeding “can not and is not” intended to be a sub- 
stitute for rate regulation under sections 4(e) and 5(a).?® The court dis- 
pensed with the argument that a conditional rate should have been 
imposed as in Signal by noting the admitted injury to many parties in 
that case, whereas the complainants in Oklahoma presented no convinc- 
ing showing that the price proposed would have a similar result. Again 
the court mentioned the — that producers would not accept 
lower prices.*® Judge Bazelon strongly dissented.*° 

In the principal case, presented with substantially parallel facts, the 
Third Circuit avoided the Oklahoma decision by indicating that it did 
not decide the question whether the Commission mzust fix the initial rate 
when its inquiry demonstrates that there is a substantial question of 
reasonableness.*! The court maintained, however, that the justness of 
initial rates was a vital factor in determining whether a sale should be 
approved, and that this, coupled with the maxim that an FPC decision 
must be based on its independent judgment after an untrammeled con- 
sideration of all the factors affecting public convenience and necessity, 
made the Commission’s order objectionable.*? The court reasoned that 
CATCO circumscribed the Commission’s scope of inquiry by threaten- 
ing to withdraw from interstate commerce and thus forced the FPC to 
forego consideration of an element essential to the formulation of its 
judgment.** Buttressnig this argument, the court added that CATCO’s 
action demonstrated an unwillingness to conform to the provisions of the 
Natural Gas Act as required by § 7(e).™ It is obvious that the two 
orders of the Commission which dictated further investigation of the 
reasonableness of the rates weighed heavily in the court’s ruling. The 
subsequent reversal and issuance of permanent certification in face of 
the threat, compounded by CATCO’s refusal to accept a conditional 
rate and its burden of proof to show reasonableness,** appeared to be 
open defiance of the Commission’s statutory authority. 





28 257 F.2d at 639. 

29 Ibid. 

80 Oklahoma Natural Gas Co. v. FPC, supra note 27, at 642. The court in the 
principal case cited Judge Bazelon’s dissent and left no doubt as to sympathy for his 
views. Supra note 30, at 721. 

31 Public Service Comm’n of New York v. FPC, 257 F.2d 717, 721 (3d Cir. 1958), 
cert. granted, 27 U.S.L. Weexk 3201 (1959). 

82 Jd. at 723. 

83 Ibid. 

34 See note 3, supra. 

35 See note 4, supra. In a § 5(a) investigation, the FPC has the burden of proof 
to show unreasonableness. 
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It would appear that were it not for the court’s theory based on 
CATCO’s “threat,”** the decision in Oklaboma would have been con- 
controlling. The Natural Gas Act contains no provision expressly mak- 
ing authorization of a sale depend upon a prior showing of te justness 
of the proposed rate. This is left to regulation under the rate provisions 
of the act. Further, a threat not to sell is an almost necessary prelimi 
to any bargain and sale agreement, and condemnation of this practice 
can only imply that sellers of gas must come to the FPC agreeing to sell 
at any rate the Commission imposes, a rule that hardly expresses the 
intent of Congress.** 

Notwithstanding the apparent justness of the court’s action in dealing 
with these methods of the gas producers, there is substantial merit in 
the FPC’s position. The Commission was faced with the difficult problem 
of assuring delivery of pss to the large market served by Tennessee Gas 
and at the same time of protecting the consumers from an unreasonably 
high price. The Commission’s solution was a compromise, lessening the 
economic risk of the producers by issuance of permanent certificates, and 
initiating rate investigations under § 5(a) procedures. Granting that 
§ 5(a) shifts the burden of proof to the FPC and that rate investigations 
under that section are cumbersome,®* nevertheless the adoption of a 
requirement of a rate investigation during certification proceedings would 
seem to be a matter for legislative action. In addition, the Commission’s 
order was influenced by both the compelling evidence of consumer 
need and the investment costs involved in off-shore drilling justifying an 
increase over prevailing rates.5® That Congress perhaps recognized that 
the lowest rate possible was not necessarily the prime determinant of the 
public interest can be inferred from the 1942 Amendment to the act 
which revised § 7(e), eliminating language to the effect that it was the 
“intention of Congress that natural gas shall be sold . . . at the lowest 
possible reasonable rate.” 


36 The court cited no authority in support of this theory, other than its interpreta- 
tion of Congressional intent—that the FPC should have an unlimited scope of inquiry. 
37 Congress, in addition to its concern for the public consumers, also manifested a 
concern for the legitimate interests of the gas producers. FPC v. Hope Natural Gas 

Co., 320 U.S. 591, 603 (1944). 

_ 38 Judge Bazelon maintained in Oklahoma, supra note 29 at 648-49, that under these 
circumstances neither § 4(e) nor § 5(a) adequately protected the interests of the 
consumer. See also 1953 FPC Ann. Rep. 101. 

89 Evidence was presented at the certification hearings indicating that 1) CATCO 
had the ability to supply the natural gas to the transmission company, 2) the location 
of the gas reserves was convenient for Tennessee Gas, 3) these fields were the only 
large package of gas for sale in the Gulf Coast area at that time, 4) there were many 
other competitive bids, 5) since the gas was located off-shore, the “favored nations” 
clauses in Tennessee’s other contracts could not be invoked to cause a general increase 
in market price, 6) some intrastate prices were higher than those in the contracts 
involved in this case, and 7) the increase in price over prevailing rates was justified 
inasmuch as the gas must be obtained from wells drilled in 90 feet of water rather 
than from dry ground. Brief for Respondent, pp. 4 and 5, Public Service Comm'n of 
New York v. FPC, supra note 31. 

40 Supra note 20. Section 7(c), as originally enacted, required that: 


In passing on applications for certificates of convenience and necessity, the 
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An argument not discussed in the principal decision was the efficacy 
of CATCO’s “threat.” Similar pressure was applied during the legislative 
furor over the Harris-Fulbright Bill*! but the threatened sit-down strike 
by gas producers has never developed.*? At present such tremendous 
reserves could not be consumed within the producers’ states, and to attract 
industry, they would be forced to charge less than interstate rates— 
which would defeat their purpose. Whether this is an empty threat 
depends on the producers’ capacity to dispose of their gas in foreign 
commerce, possibly Mexico or Canada. 

It is submitted that the court has concealed a reversal of the Oklahoma 
decision by superficial reliance on CATCO’s threat, and unless the hold- 
ing can be limited to the circumstances of the principal case, certificate 
applicants must now shoulder the same burden of proof in certification 
of a new sale as is required when an existing rate is increased. The most 
drastic effect will be an increased back-log of certificate applications, 
already of sizable proportions.** 


James H. Rempe 


Rosinson-PATMAN AcT—BROKERAGE PAYMENTS—SELLER’S BROKER May 
Foreco Part oF BROKERAGE TO ALLOW Lower Price To Buyer WITH- 
out Viotatinc Section 2(c)—Henry Broch @ Co. v. Fed. Trade 
Comm’n, 261 F. 2d 725 (7th Cir. 1958). 


Petitioner, an independent seller’s broker, sought to set aside a Federal 
Trade Commission cease and desist order, rendered under § 2(c) of the 
Robinson-Patman Act,' which restrained petitioner from passing on to a 
buyer savings made by petitioner’s taking a lower than normal brokerage 
fee from its principal seller. The buyer had insisted on and obtained a 
price lower than the seller’s “going “aged but did not know that part of 
this reduction was occasioned by the petitioner’s willingness to forego 


Commission shall give due consideration to the applicant’s ability to render and 
maintain adequate service at rates lower than those prevailing in the territory 
to be served, it being the intention of Congress that natural gas shall be sold 
in interstate commerce for resale for ultimate public consumption for domestic, 
commercial, industrial, or any other use at the lowest possible reasonable rate 
consistent with the maintenance of adequate service in the public interest. (Em- 
phasis supplied.) 


41 Supra note 15. 

one Douglas, The Case for the Consumer of Natural Gas, 44 Geo. L.J. 566, 592 
(1956). 

43 The FPC had a backlog of 2,024 pending sales authorization applications on 
Jan. 1, 1959. The agency was able to dispose of 1,395 out of 1,601 applications filed 
in 1958. The Wall Street Journal, Feb. 9, 1959, p. 20, col. 3. According to FPC 
chairman, Jerome K. Kuyhendall, if the Commission is forced to make a rate case 
out of every sales authorization proceeding, it will necessitate a substantial increase 
in the FPC’s staff. Ibid. 

1 Robinson-Patman Price Discrimination Act, 49 Stat. 1527 (1936), 15 U.S.C. 
§ 13(c) (1936). 
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of its customary brokerage. Held, order set aside; although § 2(c) 
of the Robinson-Patman Act prohibits payment of brokerage by the 
seller to the buyer or his agent, it does not prohibit a seller’s broker from 
accepting a lower than normal brokerage fee which permits a price 
reduction to the buyer. 

The Robinson-Patman Act, passed as an amendment to § 2 of the 
Clayton Anti-Trust Act,? prohibits price discrimination in interstate 
commerce on commodities of like grade and quality unless it is either 
justified by the seller’s cost differential,’ or is merely meeting competi- 
tion.* § 2(c) of the Robinson-Patman Act seems to prohibit the payment 
or receipt of brokerage of similar compensation from one party in a 
sale transaction to the other party, his agent or representative, “except 
for services rendered,” and also prohibits such cone when made to 
anyone acting in behalf or under the control of anyone other than the 
payer of the compensation.® However, the language of the subsection has 
been universally condemned as unclear and not definitive of the transac- 
tions it proscribes.® 

Biddle Purchasing Co. v. Fed. Trade Comm’n’ and Oliver Bros. v. Fed. 
Trade Comm’n* held that brokerage paid by the seller to an independent 
broker, which was to be passed on to the buyer, was a per se violation of 
§ 2(c), even though the independent broker actually rendered some 
service to the seller. Similarly, in Great Atlantic & Pacific Tea Co. v. Fed. 
Trade Comm’n® the mere receipt by the buyer’s agent of brokerage 
from the seller was held a violation, notwithstanding that the brokerage 
represented the actual value of the services rendered to the seller by the 
buyer’s agent. 

The Fifth Circuit further restricted the scope of the “services ren- 
dered” exception of § 2(c) by limiting it to an allowance or discount 
given in lieu of brokerage and held that the exception did not apply to 


2 Clayton Anti-Trust Act, 38 Stat. 730 (1914). 

349 Stat. 1536 (1936), 15 U.S.C. § 13(a) (1952). 

#49 Stat. 1536 (1936), 15 U.S.C. § 13(b) (1952). 

5 The full text of section 2(c), 15 U.S.C. § 13(c) is as follows: 


It shall be unlawful for any person engaged in commerce, in the course of 
such commerce, to pay or grant, or to receive or accept, any thing of value as 
a commission, brokerage, or other compensation, or allowance or discount in 
lieu thereof, except for services rendered in connection with the sale or purchase 
of goods, wares, or merchandise, either to the other party to such transaction or 
to an agent, representative, or other intermediary therein where such interme- 
diary is acting in fact for or in behalf, or is subject to the direct or indirect 
control, of any party to such transaction other than the person by whom such 
compensation is so granted or paid. 


6 Austin, Price DISCRIMINATION AND RELATED PropLEMS UNDER THE ROBINSON- 
Patman Act 100 (1953); N.Y. Strate Bar Ass’N., RoBINSON-PATMAN Act SyM- 
Posium 37 (1946); N.Y. State Bar Ass’N., Roptnson-PatMan Act SyMPosIUM 
= (1948) ; Tae Ropinson-Patman Act, Its History AND ProBABLE MEANING, 35, 

(1936). 
796 F.2d 687 (2d Cir. 1938), cert. denied, 305 U.S. 634 (1938). 
8102 F.2d 763 (4th Cir. 1939). 
9 106 F.2d 667 (3d Cir. 1939), cert. denied, 308 U.S. 625 (1939). 
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the actual passing on of brokerage.’° Subsequent First,‘ Second,” 
Fourth’® and Seventh’* Circuit decisions have been in general harmony 
with the Oliver, Biddle and A.&P. cases in disallowing any “services 
rendered” exception where the buyer’s agent receives brokerage for serv- 
ices allegedly given the seller. Thus, these cases established that the cost 
justification defense of § 2(a) is not applicable to brokerage which is 
assed on under § 2(c), and the “services rendered” exception of the 
atter refers solely to payment for services which are rendered by a 
broker to the seller-payer and which are not passed on to the buyer. 

These restrictive interpretations of the “services rendered” exception of 
§ 2(c) appear to find support in the legislative history and_ political 
atmosphere surrounding the passage of the act. The independent food 
brokers were strongly instrumental in passing the act,’* and Congress 
was apparently under the impression that a chain store buyers received 
bogus brokerage from the seller through a buyer-appointed agent.’® The 
conference committee report,’ in language similar to that used in the 
house report,’* stated that § 2(c) “prohibits direct or indirect payment 
of brokerage” by either the buyer or seller to the other principal party or 
his agent. 

Although the cases have dealt with brokerage passing from the seller 
to the buyer or his agent, an early survey concluded that § 2(c) “pro- 
hibits the splitting of brokerage where the seller or the buyer is aware 
of the practice.” ® At least one writer has interpreted the Biddle case 
as being authority for the peigeinne that a seller’s broker may not 
split his fee with the buyer.” There is also clear language, in both the 
Oliver! and A.&P.”* cases, that § 2(c) condemns the passing on by the 


aun v. FTC, 109 F.2d 268 (Sth Cir. 1940), cert. denied, 310 U.S. 

11 Quality Bakers of America v. FTC, 114 F.2d 393 (1st Cir. 1940). 

12 FTC v. Herzog, 150 F.2d 450 (2d Cir. 1945). 

13 Southgate Brokerage Co. v. FTC, 150 F.2d 607 (4th Cir. 1945), cert. denied, 
326 U.S. 774 (1945). 

14 Independent Grocers Alliance Distrib. Co. v. FTC, 203 F.2d 941 (7th Cir. 1953). 

15 Oppenheim, Administration of the Brokerage Provision of the Robinson-Patman 
Act, 8 Geo, Wasn. L. Rev. 511, 519 (1940). 

16 H.R. Rep. No. 2287, 74th Cong., 2d Sess. 15 (1936); S. Rep. No. 1502, 74th 
Cong., 2d Sess. 7 (1936) ; see Oppenheim, supra note 15, at 518 & n. 13. 

17 H.R. Rep. No. 2951, 74th Cong., 2d Sess. 7 (1936). 

18 H.R. Rep. No. 2287, supra, note 16. 

19 WASHINGTON Post, supra note 6, at 38. 

20 Brokerage and the Robinson-Patman Act—High Cost of Price Protection, 10 
U.Pa.L.Rev. 107, 112 (1951). 

21102 F.2d at 770, where the court said: “No one would contend that, without 
violating this section, a broker representing the seller could give his commissions to 
the buyer; for in such case the action of the broker would be the action of his 
principal, the seller, and would amount to the allowance of commissions by the seller 
to the other party to the transaction in direct violation of the statutory provision.” 

22106 F.2d at 674: “paragraph 2(c) is framed by disjunctives. The edge of the 
paragraph cuts two ways, prohibiting the payment or receipt of commissions, dis- 
counts or brokerage to the adversary party by the other’s agent.” 
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seller’s broker of his commission to the buyer. Similarly, an eminent 
writer in this field has stated that any splitting or passing on of even 
an independent broker’s commission is proscribed by § 2(c).%* Further, 
although the Federal Trade Commission has long been issuing cease and 
desist orders against the practice of independent brokers reducing their 
customary brokerage in order that the seller may pass the savings on to 
the buyer,** there appears to have been no challenge to the Commission’s 
authority to do so until the instant case. 

On the other hand much has been written concerning the inequity 
and economic consequences of the broad prohibitions contained in § 2(c) 
and the Commission’s conscientious enforcement of them.2> However, 
since this would appear to be a criticism of Congress’s evaluation of the 
market place evils to be corrected and the manner in which they should 
be corrected, legislative amendment would appear to be the obvious 
solution.7¢ 

The court in the principal case thought that it was not in the public 
interest to restrain the practice of sellers’ brokers accepting lower 
brokerage from their principals. This practice, the court said, was a form 
of competition between brokers which the anti-trust laws encourage, 
for it results in lower distribution costs and reduced ultimate prices to 
the consumer.?* The court also referred to the recent case of Simplicity 
Pattern Co. v. Fed. Trade Comm'n® to lend support to the proposition 
that a seller should be able to reduce distribution costs whenever the 
welfare of the public requires such reduction. 

However, the court failed to recognize that it has been held repeated 
that § 2(c) should not be read with any other section of the act and is 
a per se prohibition.” Additionally, it was held at an early date that the 
Commission proceedings be in the “interest of the public,” as § 5 of the 
Federal Trade Commission Act,® is not — to Robinson-Patman 
Act § 2(c) proceedings.*! Moreover, the Simplicity Pattern case itself 


23 Oppenheim, supra note 15, at 544. 

24 See, e.g., Ramsdell Packing Co., 32 F.T.C. 1187 (1941) ; a list of a dozen similar 
cases is given in 149 A.L.R. 657, 663 (1943). 

25 Zorn & FELDMAN, BusINEsS UNDER THE New Price Laws 204-11 (1937); 
Adelman. Effective Competition and the Antitrust Laws, 61 Harv. L. Rev. 1289, 
1327-50 (1948) ; Burns, The Anti-Trust Laws and the Regulation of Price Competi- 
tion, 4 Law & Contemp. Pros. 301, 308-20 (1937); McAllister, Price Control by 
Law in the United States: A Survey, 4 Law & Contemp. Pros. 273, 289-96 (1937) ; 
Rowe, Price Discrimination, Competition, and Confusion: Another Look at Robinson- 
Patman, 60 Yate L.J. 929, 957 (1951); Note, Brokerage Under the Robinson-Pat- 
man Price Discrimination Act of 1936, 6 Geo. Wasu. L. Rev. 203 (1938); Note, 50 
Harv. L. Rev. 106 (1936); 51 Harv. L. Rev. 1303 (1938); 34 Int. L. Rev. 319 
(1939) ; 47 Yare L.J. 1207 (1938). 

26 See, Oppenheim, supra note 16, at 529; Kelley, Should the Law of Section 2 Be 
Revised? N.Y. State Bar Ass’N Ropinson-PatMAN Act SyMPosiuM, 114 (1948). 

27 261 F.2d at 729. 

28 258 F.2d 673, 683 (D.C. Cir. 1958), cert. granted, 358 U.S. 897 (1958). 

29 See notes 7-14, supra. 

80 38 Stat. 719 (1914), 15 U.S.C. § 45 (b) (1914). 
aun v. FTC, 109 F.2d 268, 269 (5th Cir. 1940), cert. denied, 310 U.S. 
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recognized a showing of lower distribution cost by the seller was not an 
available defense in § 2(c) proceedings.*? 

Although the instant court is not the first to notice the apparent con- 
flict between the Robinson-Patman Act and the antitrust statutes,3* it 
would appear that the Congressional intent to bar direct or indirect 
payment of brokerage to the buyer would also proscribe the practice 
found in this case. Further, there is an eighteen year old administrative 
interpretation to that effect, supported by dicta of two courts of appeal 
and persuasive legal writings. 

It is submitted there is no difference in economic effect between a 
buyer’s broker directly splitting his brokerage with the buyer, and a 
seller’s broker returning part of the brokerage to the seller with the 
intent that it should be passed on to the buyer in the form of reduced 
price. Similarly no substantial difference is seen between a buyer forcing 
the seller to give him the brokerage and the buyer forcing the broker to 
yield part of his brokerage to the buyer, even indirectly. Among the 
chief evils which the Robinson-Patman Act sought to curb was receipt 
of unearned brokerage by large volume buyers through economic co- 
ercion. In the present case, the buyer did insist on a lower price and 
did coerce, albeit unknowingly, the broker (as well as the seller) to 
give concessions in his share of the price. The resolution of the conflict 
of policy considerations, noted by the court, would appear to be princi- 
pally a legislative rather than a judicial function. That Congressional 
clarification is overdue may be conceded; however, in the absence of 
such clarification, the present fact situation appears to fall within the 
practices outlawed by the last explicit statement of intent by the legis- 
lature. 

Daniel R. Levinson 





32 258 F.2d at 679, n. 9. 


33 See Cohen v. Frey & Son, 197 Md. 586 (1951), 80 A. 2d 267, 274 (1951) where 
the court remarked, “In effect, it sometimes seems that one will violate the Sherman 
Act by maintaining prices or the Robinson-Patman Act by cutting prices.” 
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BOOK REVIEW 


FepERAL ANTITRUST Laws, Cases AND ComMents, by S. Chesterfield 


Oppenheim. St. Paul: West Publishing Company, 2d ed., 1959. 1,188 
pages, $15.00. 


The last decade has witnessed many significant antitrust developments. 
Landmark decisions, important legislation and monumental studies and 
investigations have altered many antitrust concepts, shed new light on 
old antitrust problems and amplified other antitrust questions. It is 
therefore very appropriate that Professor S. Chesterfield Oppenheim, of 
the University of Michigan Law School, should at this time produce a 
new and greatly revised edition of his well-known casebook on antitrust 
law. 

Professor Oppenheim’s book is unexcelled in its field. It is a stimulating 
book to use in teaching a course in antitrust law.’ The fine selection of 
cases, the superb editorial notes, the excellent organization and documenta- 
tion and skillful editing of complex decisions represent the product of 
the distilled wisdom of a distinguished career of well over thirty years 
of teaching of both law and economics. The editor’s capable public 
service? and extensive experience as a consultant to both non-profit re- 
search organizations* and business organizations are likewise reflected 
in the admirable balance achieved between the fundamental policy ap- 
proach of the theoretician and the intensely practical approach of the 
antitrust adviser. 

The new edition is superior to the old one in many respects. In addi- 
tion to the obvious inclusion of opinions or excerpts from the many 
new cases it is much improved in the organization and editing. It is 
extensively documented with references to the most important books, 
articles and studies published in the imposing literature of antitrust. There 
is substantial expansion in the coverage of several important topics such 
as antitrust enforcement and administration and foreign commerce. Gen- 
erous use is made of pertinent quotations from the Report of the Attorney 
General’s National Committee to Study the Antitrust Laws. The notorious 
length of antitrust decisions necessitates ruthless editing to accommodate 
such decisions to the space limitations of a casebook. No two persons 
may agree entirely as to what language in an antitrust case to omit and 





1The reviewer has just completed teaching a sixty-hour course in Federal Anti- 
trust Laws to a large class using this new casebook and has therefore given it the 
stringent test of classroom use. 

2 As Co-Chairman of the Attorney General’s National Committee to Study the Anti- 
trust Laws. 

3 As Consultant to the Patent, Trademark and Copyright Foundation, a non-profit 
educational and research foundation established at The George Washington University. 
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what to retain. Despite this inherent difficulty Professor Oppenheim has 
performed this task with notable skill and judgment. 

Casebooks usually are of limited utility to the practitioner. This is not 
true of the instant casebook. Indeed this peat rae is of substantially 
greater value to the practitioner than any published text or treatise except 
Lee those devoted to special areas of antitrust. Thus the practitioner 
may follow the evolution and subsequent limitation of the elusive “Colgate 
doctrine”* in Supreme Court decisions to ascertain for himself the perils 
of traveling its narrow path by refusing to deal. Similarly the “General 
Electric” rationale’ as to the scope of a patentee’s power to maximize 
his pecuniary return by limitations in patent licenses may be explored 
by careful study of the decisions and quotations in the casebook. Since 
antitrust texts and treatises typically either display a decided bias or con- 
sist largely of quotations taken out of context, Professor ee 
casebook is a much better research source then most books of this type. 
Patent lawyers, in gee will find Chapter 14 on Patents and Anti- 
trust an exceptionally valuable collection of cases, excerpts, editorial notes 
and references on patent, trade-mark and copyright antitrust problems. 
Every law firm that does a substantial amount of either litigation or 
advisory work in the antitrust area and every corporate law library of 
a 4 size should certainly include a copy of this fine book. 

o casebook is perfect. The reviewer would prefer to have a little 
more attention paid to labor-antitrust problems, although there is adequate 
justification for the abbreviated coverage in the rather extensive coverage 
accorded such problems in labor law courses where the complex “inter- 
lacing” statutes dealing with matters such as secondary boycotts can be 
considered in great detail. Another minor omission is the failure to 
make more use and greater reference to the controversial final report, 
monographs and hearings of the Temporary National Economic Com- 
mittee. Whether one agrees or disagrees with the conclusions of these 
studies, there is little doubt of the substantial influence they have exer- 
cised in the interpretation and enforcement of the antitrust laws. 

Some teachers may miss coverage of the Robinson-Patman Act. Aside 
from notes on such problems as the consistency of Robinson-Patman 
and Sherman Act policies, Professor Oppenheim relegates coverage of 
price discrimination to his separate casebook on Unfair Trade Practices. 
This is in keeping with his view that Robinson-Patman is principally a 
“fair competition” statute rather than an antitrust statute. Those who 
use his Unfair Trade Practices casebook for a separate course will find 
that Robinson-Patman Act coverage works well there, along with such 
related topics as resale price maintenance and state sales-below-cost 
statutes. 

Professor Oppenheim’s antitrust casebook therefore seems likely to 
achieve dominance and even “monopoly power” in the “market” for 
antitrust casebooks. However, it will be “monopoly power” that is 


4 United States v. Colgate & Co., Casebook, p. 191. 
5 United States v. General Electric Co., Casebook, P. 798. 
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“thrust upon” him, as Judge Learned Hand stated in the celebrated 
ALCOA case® “merely by virtue of his superior skill, foresight and in- 
dustry,” and therefore will not constitute the “monopolizing” that violates 
the Sherman Act. This book will stand as one of the many notable contri- 
butions of a distinguished legal scholar. 


Glen E. Weston* 





® United States v. Aluminum Co. of America, Casebook, pp. 331, 340. 
* Professor of Law, The George Washington University. 





STUDENT BOOK NOTES 


TECHNICAL ReEsEaRCH ACTIVITIES OF COOPERATIVE ASSOCIATIONS, by 
John C. Green. Study No. 21 of the Subcommittee on Patents, Trade- 
marks, and Copyrights of the Committee on the Judiciary, United 
States Senate, 85th Cong., 2d Sess. GPO, 1959. 


Although comparatively few trade associations operate research labora- 
tories, the research activities of these few are of major importance to the 
small businesses which make up the trade associations’ membership. Very 
few of the fruits of such research are later patented. Among the reasons 
for this are the nature of the research work itself, which is often of a 
basic character or else related to testing techniques and procedures and 
thus does not admit of patent protection, as well as the reluctance of the 
trade associations to undertake the problems of patent management. The 
present study explores in some detail the various cooperative research 
programs being carried on at present in this country and it briefly sum- 
marizes and compares European trade association research. The patent 
policies of some larger U. S. trade associations are given and it is noted 
that dedication to the public and royalty-free licensing to all association 
members are the most favored ones. Details on the expenditures and 
current research activities of selected U. S. trade associations are also set 
forth. This report is valuable in that it depicts the role of the trade 
association research in our patent system. 

Mary Helen Sears 


SyNTHETIC Russer: A Case Strupy IN TECHNOLOGY DEVELOPMENT 
UNDER GOVERNMENT Direction, by Robert A. Solo. Study No. 18 of the 
Subcommittee on Patents, Trademarks, and Copyrights of the Committee 
on the Judiciary, United States Senate, 85th Cong., 2d Sess. GPO, 1959. 


The particular interest of this study is the application of Government 
policy to the development of an industrial technology as expressed 
through the patent system and through the direction or support of re- 
search. The study consists of a detailed but selective survey of the incep- 
tion and growth of the domestic synthetic rubber industry, the Govern- 
ment’s role in these events, and the author’s conclusions based on his 
analysis of the survey. Throughout the study, the author endeavors to 
show the influence of the patent system, both for good and evil. For 
example, the author indicates that it was the patent holdings of the 
Standard Oil Co. (New Jersey) for the process of producing synthetic 
rubber from petroleum products and other sources which induced that 
company to suggest a synthetic rubber program to the Government at a 
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time when the Government itself had made no provision for such a vitally 
important program. Yet, the author also concludes that these same 
patent holdings enabled Standard to determine the technological line of 
synthetic rubber development in the United States which, while favor- 
able to Standard, later proved unfavorable to the United States during 
World War II. This result came about primarily, as the author argues, 
because the Government, being technologically incompetent in this area, 
relied on the technologically competent industry for initial proposals and 
development decisions. The author discusses the effect of the govern- 
ment’s patent royalty agreements on research and technological develop- 
ment in the synthetic rubber industry, the results of government-spon- 
sored research, and the effect of patent holdings on the transfer of 
government-owned synthetic rubber plants to private ownership. The 
author’s main conclusion is that the technological competence, shaped to 
market choice, which normally characterizes our industrial institutions 
and serves these institutions well, is quite different from the technological 
competence in Government, which is directed to social choice and is 
essential if wise social decisions are to be made. Professor Solo is with the 
Department of Economics, City College of New York, and is well 
qualified to discuss the subject of synthetic rubber because of his studies 
in this area and his authorship of a number of articles and treatises in the 
field of economics, including several on the synthetic rubber industry. 
This study, because of its provocative and controversial conclusions and 
ideas on government-directed technological developments, should be 
read by those concerned with the Government policy, particularly pat- 
ent policy, in new areas such as atomic energy and space exploration. 


William A. Kemmel 


RENEWAL Fees AND OTHER PATENT FEEs IN ForeIGN Countries, by P. 
J. Federico. Study No. 17 of the Subcommittee on Patents, Trademarks, 
and Copyrights of the Committee on the Judiciary, United States Senate, 
85th Cong., 2d Sess. GPO, 1958. 


With the exception of the United States and Canada, all major coun- 
tries have a system of fees charged subsequent to the issue of a patent. In 
almost all cases the failure to pay the fees when due or within a reason- 
able grace period results in loss of the patent right. The purpose of the 
fee is two-fold: (1) it reduces the volume of effective patents in issue, 
and (2) it provides revenue to help defray the cost of operation of the 
patent office. Although the amount of the fee varies among the several 
countries, and also from time to time within a particular country, the 
effect of the differences in fees bears little relation to the number of 
patents kept in force. In Mr. Federico’s detailed work a series of tables 
points out the time of payment and the required amount of fees in various 
countries. The number of patents kept in force throughout their maxi- 
mum possible term is also tabulated for those various countries. The 
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paper includes a brief, well organized sketch of proposals for renewal 
fees in the United States. The study also sets forth a proposed bill for the 
provision of maintenance fees for patents. This report points out the 
interesting change in the American viewpoint regarding post-issue patent 
fees and should serve a useful purpose as a consolidation of information 
for members of the patent bar and the legislature in proposing legislation 
in this area. Mr. Federico of the United States Patent Office, and Lec- 
turer-in-Law at The George Washington University, is a leading authori- 
ty on foreign and United States patent law and history. In addition to 
the present study he is also the author of Subcommittee Study No. 4, 
dealing with opposition and revocation proceedings in patent cases, and 
of Study No. 3, a statistical study of corporate patent ownership in 
recent years. 
Thomas O. Herbert 


PaTENT PRACTICES OF THE TENNESSEE VALLEY AuTHority. Preliminary 
Report of the Subcommittee on Patents, Trademarks, and Copyrights of 
the Committee on the Judiciary, United States Senate, 85th Cong., 2d 
Sess. GPO, 1959. 

PATENT PRACTICES OF THE NATIONAL SCIENCE FounpATION. Preliminary 
Report of the Subcommittee on Patents, Trademarks, and Copyrights of 
the Committee on the Judiciary, United States Senate, 85th Cong., 2d 
Sess. GPO, 1959. 


These brief reports, the first of a series, summarize the particular gov- 
ernment agency’s approach to patents. According to the foreword of 
the first report, which deals with the Tennessee Valley Authority, each 
of the reports will follow the same format for ease of comparison. The 
format and content are indicated by the major sections of the table of 
contents given below: 


I. Legal authority as to patents 

II. Present practice 
A. Administration 
B. Policy as to retention of title 
C. Foreign filing 
D. Use of patents by parties retaining title 

III. Agency viewpoint 
A. Judgment as to effectiveness of present policy 
B. Recommendations as to future policy 


While only two reports have been published, a conflict in practice and 
viewpoint is already apparent. For example, the Tennessee Valley Au- 
thority, although requiring the services of only one patent attorney who 
files comparatively few patent applications, has an active non-exclusive, 
royalty-free licensing program which, it believes, benefits the public 
by protecting manufacturers from infringement claims. In one instance, 
an exclusive license was granted for a period of five years to encourage 
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commercial exploitation of the patent. The National Science Foundation, 
on the other hand, has substantially no patent program, other than re- 
quiring grantees or contractors to give the Government a royalty-free 
nonexclusive license to patents resulting from assigned research. This 
difference in patent practices probably largely results from the difference 
in purposes and organization of the two agencies. The TVA has, as one 
of its purposes, the development of nitrogen and other fertilizer ae 
and has its own research and development facilities. The National 
Science Foundation is primarily concerned with a program of basic re- 
search rather than the development of specified products and has no 
research facilities of its own. These reports, along with those to be 
published, should provide a rich source of information about the patent 
activities of Government agencies, and should help to determine whether 
there is need for revision of present policies. 
Roger S. Dy bvig 


CompPutsory LICENSING OF PaTeNTs UNDER SoME Non-AMERICAN Sys- 
TEMS, by Fredrik Neumeyer. Study No. 19 of the Subcommittee on Pat- 
ents, Trademarks, and Copyrights of the Committee on the Judiciary, 
United States Senate, 85th ., 2d Sess. GPO, 1959. 


It has frequently been argued that the use of a patent system which 
grants “monopolies” in a nation whose pres” based on competition, 
provides substantial conflict in certain areas. The principal areas of con- 
flict alleged are based on the non-use of the patent, misuse of the patent 
system, and the balancing of national needs for the general welfare against 
the individual rights of the inventor. These conflicts have sometimes led 
to some degree of compulsory licensing. This study is a well organized 
comparison of the types of compusory licensing provided in various 
patent-conscious countries. After an historical develo t of the Inter- 
national Convention, Mr. Neumeyer treats the individual types of li- 
censing on a detailed basis. Non-use of the patent by a patentee affords 
a ground for compulsory licensing in many countries. However, the 
situations which constitute non-use in a particular country range from an 
actual deprivation of a patented product to consumers in the country, 
to the mere non-manufacture of an adequate amount of the product in 
that particular country. In addition, many countries grant similar types 
of licenses when public welfare is endangered. However, the situations 
which are considered to endanger the public welfare vary widely from 
nation to nation. In the cases involving compulsory licensing for non- 
use, and for protection of the public welfare, public interest is protected 
while granting reasonable compensation to the inventor. In cases where 
compulsory licenses are granted because of the misuse of the patent, 
compensation is not always allowed. In all cases the public interest is of 
the highest importance. However, the public is divided into several well 
developed interest groups such as consumers, inventors, and manufac- 
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turers. The political philosophy of a particular country will determine 
which interests will be most favored. This report should not only be a 
helpful guide to those proposing legislation in the compulsory licensing 
field but should also provide a helpful outline of some requirements 
necessary to keep patents in full force in certain foreign countries. Mr. 
Neumeyer, head of the patent division of the State Telephone & Tele- 
graph of Sweden, is a leading expert in patent law and the author of 
many works on patents and related subjects. 
Thomas O. Herbert 


SincLe Court or Patent Appeats—A LecisLative History, by Mar- 
garet M. Conway. Study No. 20 of the Subcommittee on Patents, Trade- 
marks, and Copyrights of the Committee on the Judiciary, United States 
Senate, 85th Cong., 2d Sess. GPO, 1959. 


Even before 1891, when patent appeals to the circuit courts of appeals 
were substituted for direct appeals to the Supreme Court, a single court 
of patent appeals was proposed. After 1891, the rationale behind this 
proposal has been that the national reach of the patent grant makes a 
national decision highly desirable and that it would eliminate the delay 
and inconsistencies supposedly resulting from the various circuit courts 
of appeals. In this study, the author has outlined the history of proposals 
for a court of patent appeals primarily as it appears in the principal pro- 
visions of bills introduced in Congress, the hearings on them, and any 
action taken. In addition, the author summarizes several significant 
reports on a single court of patent appeals including the final report of 
the Temporary National Economic Committee. In the appendices, the 
statements of the American Bar Association Section on Patent, Trade- 
mark and Copyright Law over the pee on this proposal are listed. There 
is also an excellent bibliography of various articles, and texts of selected 
bills including the latest one introduced in 1956 are set forth. From the 
information presented, the opinions concerning a single court of patent 
appeals appear to predominate although there is considerable dissent. 
However, the proposals have suffered from a great variation in interest 
through the years. Miss Conway, of the Legislative Reference Service, 
Library of Congress, prepared this study for the Subcommittee as part of 
its study of the United States patent system. She has provided an excel- 
lent source of background information for those interested in proposals 
for a single court of patent appeals. 

William A. Kemmel 


FepeRAL Conriict oF Interest Lecistation. A Staff Report to the 
Antitrust Subcommittee of the House Committee on the Judiciary, 85th 
Cong., 2d Sess. GPO, 1958. 


Published on December 30, 1958 this three part report completes a 
study of existing and proposed conflict of interest legislation and agency 














; 
! 
y 
$ 
5 
y 


=r ct 


aor @ 


STUDENT BOOK NOTES 771 


directives. Parts I and II of this report were reviewed in 27 Geo. Wash. L. 
Rev. 414. Part III surveys current thinking in Congress, which may be 
summarized by observing that some 50 bills introduced in the 85th Con- 
gress sought revision or amplification of existing law in this field, yet 
only Concurrent Resolution 175, promulgating “the sense of Congress” 
in the form of an overall code of ethics, without enforcement provisions, 
was enacted. Varied approaches to the conflict of interest problem are 
analyzed in reviewing the unsuccessful bills. Rejected, as overly onerous 
and expensive in relation to derived benefits, were the controversial pro- 
visions requiring compulsory disclosure by members of Congress of their 
financial interests. Part IV appraises a wealth of information provided 
by more than 50 executive departments and independent agencies in 
reporting their methods of advising employees of their obligations under 
existing conflict of interest 2 cr mage These range from detailed pro- 
hibitions to absence of any definitive guides—the latter referred to by the 
report as “perhaps reflecting overindulgence in the presumption of regu- 
larity.” Part V completes the study by recommending an overall code 
of ethics for the executive branch of the Government in which specific 
acts are declared improper. This code would supplement the existing 
and proposed criminal sanctions for a severe breach of the public faith, 
with agencies left to implement detailed instructions to their employees 
in amplification of the code provisions. Notably absent is any reference 
to nepotism. This five part study is well documented. In addition to 
assisting the House to enact a workable code, parts IV and V are an 
excellent reference for agencies seeking to initiate or revise their present 
handling of this sensitive problem. The report appears to lose its objective- 
ness when dealing with problems of conflict of interest on Capitol Hill, 
but otherwise is an excellent study of the perplexing problem of pre- 
venting unethical practices without imposing restraints on personal con- 
duct which might destroy the dignity of Government service, rendering 
it unattractive to the competent personnel required for its effective 
functioning. 
C. Eugene Russell 
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